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2004 

2003 

Change 

Company sales 



S 7,992 

$ 7,441 

7 

Franchise and Hconso tees 



1,019 

939 

S 

Total revenues 



$ 9,011 

$ 8,380 

8 

Operating profit 



$ 1,155 

$ 1,059 

9 

Earnings before special items 



$ 721 

$ 623 

IS 

Special items, net of lex 



19 

(ID 

NM 

Net income 



S 740 

$ 617 

20 

Wrench IthgaEio-n income (expense) 



$ 14 

$ (42) 

NM 

AmeriServs and other (charges) credits 



16 

26 

NM 

Cumuratlve effect of accounting change 



—. 

(2) 

NM 

Special items 



ao 

(18) 

NM 

Income tax on special items 



(lit 

7 

NM 

Special items r net of tax 



$ 19 

$ (11) 

NM 

Diluted earnings per common share: 






Earnings before special items 



$ 2.36 

$ 2,06 

15 

Special items, net of tax 



0.06 

(0.04 > 

NM 

Reported 



$ 2.42 

$ 2,02 

20 

Cash flows provided by operating activities 



$ 1,131 

$ 1,053 

7 

AVERAGE U.S. SALES PER SYSTEM UNfT r *> 






fin thousands) 2004 

2003 

2002 

2001 

2000 

5-year growth" 

KFC $ 896 

S 898 

$898 

$865 

$S33 

1% 

Pizza Hut 794 

748 

749 

724 

712 

3% 

Taco Bell 1,069 

1,005 

964 

S90 

896 

3 % 


1.3} ExdtidB& itc&nMf units. 

(b) Qerifipaofid annual growth rate, 
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Dear Partners, 

I'm pleased to report 2004 was 
another year where we demon¬ 
strated the underlying power of 
our global portfolio of leading 
restaurant brands. 

Fueled by continued profitable international expansion, 
dynamic growth in China, and strong momentum at Taco Bell 
and Pizza Hut in the United States, we achieved 15% earnings 
per share growth prior to special items. Highlights include 
a number of firsts: a record $1,2 billion in operating profit; 
a record $1.1 billion in cash provided by operating activities 
and a record $1.0 billion in franchise and license fees. 

We also reached our goal to achieve an investment grade 
rating from each major rating agency after paying off 
nearly $3 billion in debt the past seven years. Armed with 
increasing cash flow and a powerful balance sheet, we 
increased our shareholder payout by initiating the first divi¬ 
dend in our history and buying back a record $569 million 
of Yum! shares. Given this overall strong performance, 
our share price climbed 37% in 2004. We’re pleased our 
annual return to shareholders is 22% for the first half of 
this decade. 

Most importantly, we remain confident we will continue 
our track record of growing earnings per share at least 
10% each year. We have four powerfully unique growth 
opportunities that differentiate us from the competi¬ 
tion and bolster our belief that we are Not Your Ordinary 
Restaurant Company. Let me give you my perspective on 
each of these strategies and hopefully you will come to 
the same conclusion. 



BUILD DOMINANT 
CHINA BRANDS 


There's nothing like making a strategic investment in 
the right place at the right time and that's exactly what 
we’ve done in China. With KFC and Piz 2 a Hut, we already 
have the dominant brands in the fastest growing econ¬ 
omy in the world populated with 1.3 billion people. To be 
more specific, KFC has 1,243 quick service restaurants 
compared to approximately 600 for McDonald's. Pizza Hut 
has 171 casual dining restaurants and there is no other 
substantial casual dining chain in China. 

We have an outstanding tenured team, which has worked 
together for over ten years building the business from 
scratch. Our China Division now generates over $1 billion 
in revenue and $200 million in operating profit, up over 
20% versus a year ago. What T s more, it is our highest 
return international equity business with a +20% store 
level margin. In fact, China has grown to the point that 
the team will now report into Yum! as a separate operat¬ 
ing division. 

Consider the powerful competitive advantages we have in 
China, We uniquely own our own food distribution system 
that gives us coverage in every major Chinese province and 
has allowed us to expand KFC to over 280 cities. We also 
have one of the largest real estate development teams 
of any retailer in the world that opened up over 350 new 
restaurants in 2004. 

Our China operations are best in class. In fact, 81% of 
our restaurant managers have at least a college education 
(the rest are just plain smart!). We also have highly sought 
after jobs with 13,000 team members. This investment in 
infrastructure has given us an incredible opportunity and 






Our China Division is our 
highest return international 
equity business generating 
over $1 billion in revenue 
and $200 million in 
operating profit, up over 
20% versus a year ago. 


an incredible head start. We estimate there are already 
500 million urban Chinese customers who can afford our 
food. There’s no question, we are on the ground floor with 
an unprecedented opportunity. I liken it to the days when 
Colonel Sanders, Glen Bell, Dan Carney and Ray Kroc 
started KFC, Taco Bell, Pizza Hut and McDonald’s, respec¬ 
tively, and created fast-food categories in the U.S,, leading 
to 270,000 units today. We have the first mover advantage 
and the opportunity to do the same thing in China. 

That’s why our goal is to build dominant restaurant brands 
in every significant category. So, in addition to KFC and 
Pizza Hut casual dining, we J ve recently developed Pizza 
Hut Home Service and our Taco Bell Grande dine-in format. 
The team has also enthusiastically developed and is now 
testing East Dawning, which is a Chinese fast-food concept 
that is geared to provide the everyday local favorite foods 
of Chinese customers. 

With all the good news in China, the leading question is, 
what can go wrong? Well, the past two years we've weath¬ 
ered SARS, the Avian Flu and events like that are always 
a possibility. And I’ll leave it to you to predict the future 
economy or potential political issues. One thing I'm sure of 
is we’ll have our ups and some unforeseen downs but as 
I said last year and I'll say it again, there’s no doubt in my 
mind that one day we will have more restaurants in China 
than we do in the U.S. 

China Division Key Measures: +20% operating profit growth: 
*23% system sales growth; +375 new units/yenr. 

DRIVE PROFITABLE 
INTERNATIONAL EXPANSION 

Since China is now a separate division, the remainder 
of our international business is now reported excluding 
our China Division. It too is a large and growing busi¬ 
ness. For the fifth straight year we opened up over 700 
restaurants in countries outside of China and the U.S. The 
International Division generates over $335 million in oper¬ 
ating profit, with a solid record of growing at least 10% in 
operating profits. 



The foundation of this consistent growth comes from the 
competitive advantage of the strong infrastructure we 
already have in place. For this we are largely indebted 
to PepsiCo who, prior to our spin-off in 1997, invested 
40 years and billions of dollars to establish the global net¬ 
work we inherited. 

The tough reality for our competition is that it would 
take the same kind of time and commitment to reach 
our size and scale. The obvious exception, of course, 
is McDonald’s. McDonald’s already makes $1.8 billion 
outside the U.S. demonstrating the clear profit opportu¬ 
nity we can capture in the international arena. 

That’s because the great reality for us is we already have 
strong local teams and operate in approximately 100 
countries around the world with nearly 600 international 
franchisees growing two popular global brands, KFC and 
Pizza Hut. In fact, our franchisees opened up over 80% of 
the 738 new restaurants we added this year. This helps 
make our international business high return because our 
franchisees are using their capital, not ours, to grow. 

Our plan is to continue to leverage our big scale markets. 
We have nine countries and franchise-only busirvess units 
that have over 600 restaurants each. We’re focusing our 
international company operations investment in four of 
these countries where we are building scale and expect to 
produce excellent returns overtime (U.K., Australia, South 
Korea, Mexico). The largest of these markets is the U.K. 
where we have great KFC and Pizza Hut businesses. Here, 
we have almost 1,300 restaurants generating $115 million 
in operating profits with a 24% 5-year growth rate. 

When you look at our franchise-only business, you'll see 
we have nearly 4,500 restaurants generating $154 million 
in operating profit and a 16% 5-year growth rate. What’s 
more we have broad-based growth evidenced by the fact we 
opened new units in 60 countries this year. 

Going forward, we want to continue to add at least 700 new 
units each year and do it profitably. Consider this, excluding 
the China Division we only have 6,100 KFCs and 4,500 
Pizza Huts compared to over 16,000 units McDonald’s has 
in international markets outside of China. 



On the international front 
we have an undeniable 
competitive advantage and 
growth opportunity with 
two global brands, KFC 
and Pizza Hut! 



To attack this opportunity, we are making targeted invest¬ 
ments to develop new markets, with the goal to eventually 
get to scale in India, Brazil, Russia, France, Germany and 
Holland. We are especially pleased with our progress 
in India and France. Pizza Hut is the number one most 
trusted brand in India with almost 100 units and we are 
now developing KFC with an offering that includes a vege¬ 
tarian menu. 

KFC in France is generating huge sales volume and good 
unit economics so we are beginning to expand. While 
we've made some progress, we are struggling with our unit 
economics in Germany and Holland. 

Developing new markets is tough because building 
consumer awareness and acceptance takes time. Just as 
importantly, it takes time to build local operating capability. 
Our approach is to continue to be patient and ever mindful 
of overall profitability and returns. The potential is obvious 
and we are determined to build our international business 
the right way. 

International Division Key Measures: +10-15% operating 
profit growth; +5% system sales growth: +700 new 
un its/year. 



BE THE BEST AT PROVIDING 
BRANDED RESTAURANT CHOICE 
AND MULTIBRANDING GREAT 
BRANDS 


The foundation of our company is category-leading U.S. 
brands with proprietary products and operating systems 
that are highly successful on a stand alone basis. Our 

strategy is to make our brands more and more powerful 
each year by building even more relevance, energy and 
differentiation for our customers. Let me post you on our 
U.S. progress. 

Taco Bell generated 5% same store sales growth, hit the 
$1 million mark again for average unit volumes and is 
now the second most profitable Quick Service Restaurant 
brand. We're especially pleased that Taco Bell is becoming 
a model for consistency, growing its same store sales at 
least 2% the past three years. This result is coming from 


a focus on “exceptional execution of the basics” which 
is driving continuous improvement in both operations and 
marketing. Taco Bell has made dramatic improvement in 
speed of service and cleanliness. And Taco Bell's "Think 
Outside the Bun" marketing campaign which features a 
steady stream of product and value news continues to build 
what we call “big brand momentum" with our customers. 

Pizza Hut also had strong same store sales performance, 
+5%. Pizza Hut did this by staying one step ahead of our 
competition, introducing innovative new pizzas like The 
4forALL®, The Full House XL Pizza™ and limited time 
only offerings like Buffalo Chicken Pizza. The brand's 
“Gather ‘Round the Good Stuff’ advertising campaign is 
building real traction with the heart of the pizza category 
by focusing on the family and the primary decision maker, 
Mom. And importantly, Pizza Hut is also steadily improving 
its operations, targeting improving delivery phone service 
and dine-in table service. 

Our single biggest disappointment in the U.S. was negative 
2% same store sales at KFC. It would be easy to blame 
increasing competition from McDonald's and Wendy's 
since both had national introductions of chicken strips 
representing 20,000 units. But we know we can grow this 
brand by simply doing a much better job of marketing and 
operations execution. One big advantage we have at Yum! 
is the ability to spread best practices. As a result, our new 
management team is now implementing the product inno¬ 
vation and operating processes used successfully at both 
Taco Bell and Pizza Hut. KFC also introduced a new menu 
board that lays the foundation for upcoming product and 
value innovation. Much needs to be done, but we expect to 
turn the corner this year. 

Our other setback in the U.S. performance was unusu¬ 
ally high commodity inflation resulting in approximately 
$70 million in unplanned food and paper costs. We expect 
this inflation to moderate somewhat this year and to 
improve our U.S. profits, 

U.S, Brand Ksy Measures: +5—7% operating profit growth. 1 
+1-2% blended same stum sales growth. 


Multibranding is becoming 
a big business for Yum!, 
accounting for 14% of our 
U.S, traditional restaurant 
base and an estimated 
$224 million in U.S. 
company store profits 
and franchise fees. 


Given the fact we are the only restaurant company to have a 
portfolio of leading brands, we have the unique opportunity 
to offer our customers two great brands in one restaurant. 

Not surprisingly, when you think about it, our customers tell 
us they prefer multibranding over single brands because 
it provides more choice and convenience under one roof. 
For example, if someone doesn't want chicken, they can 
have tacos, thereby canceling a veto vote. The response 
we hear most often from our customers who experience 
multibranding is, "What took you so long?" 

As a result, multibranding is becoming a big business for 
Yum!, accounting for 14% of our U.S. traditional restau¬ 
rant base and an estimated $224 million in U.S. company 
store profits and franchise fees. Sales of our new multi- 
branding restaurants are typically $250,000 a year higher 
than our single brands and same store sales for restau¬ 
rants opened more than a year are also higher. 

To give you a historical perspective, we started with 
combinations of KFC/Taco Bell and Taco Bell/Pizza Hut 
Express. We learned that we were able to add significant 
incremental average sales per unit, dramatically improving 
unit cash flows. Our franchisees then pioneered multi- 
brand combinations by pairing KFC and Taco Bell with Long 
John Silver’s, the country's leading quick-service seafood 
restaurant, and A&W All American Food, which offers pure- 
beef hamburgers and hot dogs along with its signature 
Root Beer Float. Based on outstanding customer feedback 
and results, we acquired Long John Silver's and A&W in 
2002. With this acquisition we significantly expanded our 
multibranding potential in the U.S. 

We can now open high return new restaurants in trade 
areas that used to be too expensive or did not have enough 
population density to allow us to go to market with one 
brand. With multibranding, we believe we have the potential 
to eventually take both KFC and Taco Bell to 8,000 units in 
the U.S. compared to the over 5,000 each we have today. 
I realize that 'potential' means you haven’t done it yet, but 
the size of the prize is certainly worth the effort. 

As we work towards this opportunity, I’m happy to report 
2004 was another year of solid progress for multibranding. 



Our KFC/Taco Bell concept had solid same store sales 
growth and achieved parity margins with our single brands. 
Taco Bell/Long John Silver’s is showing promise with high 
volume and good margins. Given the results, we will begin 
to more aggressively expand this combination. While it’s 
too early to make a call, we have expanded testing of 
our new Long John Silver’s/A&W combos. Given the soft¬ 
ness in KFC’s core business, we have delayed expansion 
of multibranding in company stores until we improve our 
operations. However, our best KFC franchise operators are 
continuing to develop multibrand units. 

After seeing the power of multibranding, our Pizza Hut team 
successfully created and tested its own multibranding 
concept for home delivery called WingStreet, which is a 
tasty line of flavored bone-in and bone-out chicken wings. 
We also took the menu and learnings from our Pasta Bravo 
acquisition and created Italian Bistro as a partner brand 
with Pizza Hut’s traditional dine-in restaurants. Again, early 
results are extremely promising. 

We are now confident the potential for multibranding at 
Pizza Hut is as strong as it is for our other brands. In 
fact, our interests and capabilities to take advantage of 
the multibranding opportunity for ail our brands has never 
been greater than it is today. 

However, our biggest challenge for multibranding remains 
the same. We must continue to get better and better 
at building the operating capability to successfully run 
these restaurants. And the plain fact is it’s harder to run 
a restaurant with two brands. With more variety comes 
more complexity, so we’ve been dedicated to improving 
the capability of our people to deliver our customers a 
great experience. We have simplified our back of house 
systems and are reducing costs by value engineering our 
facilities, while at the same time offering more exciting 
building designs. 

Again, this is an opportunity we created and is unique to 
Yum! and again, we continue to have first mover advan¬ 
tage. Our operational learnings put us well ahead of the 





Whetner you re one ot our smallest 
customers enjejrtng a special Chlcky party, 
a delicious A&W hamburger and shake 
or o lunch date with mam. our Customer 
Maniacs ere putting smiles on customers 
faces around the world. 


pack and no one else has the power to combine leading 
brands like we do. The challenge we have is to execute it 
right and more progress needs to be done before we accel¬ 
erate our growth rate. To borrow a famous phrase from the 
legendary basketball coach John Wooden, our strategy is 
to "be quick, but not hurry" so we take advantage of the 
unique opportunity by building the business the right way. 

ftluitJhranri Key fYlaaaufGs: at least 550 multibranding 
additions per year, earring a return on company additions 
several points above the company's cost of capital. 



RUN 

GREAT 

RESTAURANTS 


As I stated last year, we have pockets of operating excel¬ 
lence around the globe. For example, our operations in 
countries like China and Australia are first class. I also 
wrote that we had climbed from the bottom to the middle 
of the pack versus competition in the U.S. I’m pleased 
we continued to make progress across almost all our key 
operating measures this year, especially at Taco Bell, but 
objectively we can only give ourselves no more than a C+ 
grade on our 2004 performance. 

"Mediocrity plus" clearly isn't good enough for you or 
us and most importantly, it's not good enough for our 
customers. In fact, our customers in the U.S. are telling 
us we are giving them a 100% CHAMPS experience only 
53% of the time (up from 49% in 2003), CHAMPS stands 
for executional basics (Cleanliness, Hospitality, Accuracy, 
Maintenance, Product Quality and Speed) and we are only 
delivering the basic expectations of our customers half of 
the time. 

We realize consistent execution of our brand experience 
is the cornerstone to consumer trust, which is critical to 
consistent same store sales growth. So we're working hard 
on operational enablers, like new point of sale and drive 
thru systems, telephone access for home delivery, and 
technology for back of house systems. Most importantly, 












it s also why our single biggest global initiative is what 
we’ve coined Customer Mania. Customer Mania is defined 
as delivering our customers 100% CHAMPS with a "Yes!” 
attitude every single time. We’ve been on this journey for 
three years now training our 850,000 team members once 
a quarter on how to be Customer Maniacs. 

In fact, Ken Blanchard, the author of One Minute Manager 
was so impressed with the operating culture and processes 
he learned Yum! is putting in place to create Customer 
Mania that he wrote a book on our approach and prog¬ 
ress entitled Customer Mania! its Never Too Late To Build A 
Customer-Focused Company. 

While Ken gives us high marks on process, recognition and 
leadership, he only gave us a rating of six on a scale of 
one to 10 on having Customer Mania being executed by 
our team members at our restaurants. Clearly we can do 
better and we are committed to improving with urgency. 
We've made progress and can tell you with certainty we 
have the people, tools and processes to make a lot more. 
Our goal is to run the best restaurants in the business and 
we are on a march to make it happen. Just think what we 
can do as we take our operations from mediocre to good 
to great Our best run restaurants always make more sales 
and profits so the payoff will come. 

Operations Key JVleasures: 100% CHAMPS wfth a “Yes!" 
attitude in Every Store and Same Store Sales Growth In 
Every Store. 

Going forward, we are galvanized around building what 
we call the Yum! Dynasty, driving consistent results year 
after year, which as you know, is the hallmark of truly 
great companies. 

On the next page, you can see the roadmap we've laid 
out for dynasty-like performance, along with handwritten 
comments I always include in my New Year's letter to our 
restaurant teams. 

I’m often asked by investors what I see going on in our 
company that they don’t see. What you can't see in the 
numbers is the quality way in which we are achieving them. 


Our formula for success is 
simple: put people capability 
first. When we do that, we'll 
satisfy our customers better 
than anyone and generate 
more profits. 


First, we now have process and discipline around the things 
that really matter in our restaurants and in every function 
at our restaurant support centers. 

Second, and most importantly, if you talk to our people you’d 
hear a universal conviction that our distinct culture is our 
biggest competitive advantage, ft's a high energy, people 
capability-first, Customer Mania work environment that is 
centered on spirited recognition that drives performance. 

There’s no doubt in my mind that continuing to build a work 
environment where everyone knows they can make a differ¬ 
ence will make the biggest difference for shareholders 
today and tomorrow. This has been and will remain my 
number one priority. 

I'd like to thank our dedicated team members, restaurant 
managers, franchise partners, and outstanding Board of 
Directors for their many contributions and commitment 
to Customer Mania. I’d particularly like to thank Jamie 
Dimon and Sidney Kohl who retired from our board this 
year, and Pete Bassi, who retired as the President of Yum! 
Restaurants International. Jamie, Sidney and Pete made 
lasting contributions to the formation and growth of our 
company. I would also like to thank Bonnie Hill, David 
Grissom, Dave Dorman and Jon Linen for the contributions 
they are making as our newest board members. 

We have the power of Yum! and the unique growth oppor¬ 
tunities to build one of the world's most consistent and 
highest performing companies. I hope you agree we are 
anything but your ordinary restaurant company. 

Yum! to You! 

David C. Novak 

Chairman and Chief Executive Officer 
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The China business has come a long way since we started our 
first KFC store in Beijing in 1987. Today, we are by far the largest 
restaurant company—and a pioneer of franchising—in China. 

And we ve only just begun. Over the last four years we’ve been adding 
restaurants at a 22% growth rate—not many restaurant companies 
in the world can say [hat. And we’re pulling away from our competi¬ 
tors with increasing margins. But why are we so successful? We have 
tremendous branding power, a highly educated workforce, an incredible 
supply-chain infrastructure, ownership of the distribution system and 
finally, a strong, tenured leadership team averaging 17 
years of experience in the business. With a population 
or f. time - H-=- United )iul> k-vel 

oping economy, the opportunities are unlimited. We’ve I 1 
only just scratched the surface! Jr* ”' 
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We served nearly a billion customers 
in China alone in 2004! 
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KFC IS THE LARGEST 
AND FASTEST GROWING 
RESTAURANT CHAIN 
IN CHINA 


PIZZA HUT IS THE #1 CASUAL RECENTLY INTRODUCED 
DINING BRAND IN CHINA PIZZA HUT HOME SERVICE 

AND TACO BELL GRANDE 
DINE-IN 






OVER 

$1.1 BILLION 
IN REVENUE 


1,900 

SYSTEM 

RESTAURANTS 


OVER 

£200 MILLION 
IN OPERATING 
PROFIT 


AVERAGE SALES 
PER SYSTEM UNIT 
OF $1.0 MILLION 

<US. DOLLARS) 


OVER 85,000 
EMPLOYEES IN 
OVER 280 CITIES’ 











GRAHAM ALLAN 

PRESIDENT Yymr RESTAURANTS 

INTERNATIONAL 


(a) System sales represents the combined sales of 
Company, franchise, unconsolidated affiliate and 
license restaurants, 

(b) Includes KFC Germany, KFC Netherlands, KFC France, 
Brazil and India, 

(c) Includes Japan, Canada, PH France and Poland, 


Our International Division 

continues to set new records 
in terms of revenues, profits 
and new unit development. In 
2004, we achieved $2 billion 
in revenues, generated over 
$335 million in operating 
profit—up 20%—and 
yve opened 738 new 
restaurants outside 
iof the United States. 

hat brings us to an 
impressive 11,093 
units outside of the 
US. with a presence in 
approximately 100 countries 
territories. Now that’s 
undeniable growth! 


and 


INTERNATIONAL DIVISION SYSTEM SALES" BY KEY MARKET 

Includes all operations outside the U.S.. with the exception of those reported n the China Division, 

Year-end 2004 


• U.K. 

• Asia Franchise 

• Caribbean/Latin America Franchise 
Middle East/Northern Africa Franchise 

• Continental Europe Franchise 
Southern Africa Franchise 

■ Australia 
PH Korea 
Mexico 

Early-Stage Growth Markets 
Other Markets ' 11 

International Division 


19 % 

13% 

8 % 

5% 

6 % 

4% 

11 % 

4%. 

3% 

3% 

24% 


100 % 


We are proud of the strong track 
record of growth of the international 
business and we're excited by the 
opportunities still in from of us. 

This combination of a solid, estab¬ 
lished international base and huge 
untapped potential makes us truly 
unique in the restaurant business. 

Each of our major equity markets— 
United Kingdom. Australia, South 
Korea and Mexico—have category- 
leading market positions and pov^ 
erfui local leadership teams. Even 
with their scale, these businesses 
still have significant new unit poten¬ 
tial and exciting future prospects. 

So too do our franchisees which 
generate nearly $400 million in 
franchise fees. In all. nearly 600 
franchisees are building our brands 
across the globe. And they are as 
passionate about growth as we are. 

Despite our current size, attrac¬ 
tive new opportunities abound. 

We expect growth in all of our 
current markets, equity and fran¬ 
chise. But, we're also investing in 
high potential markets where we 
have a modest presence today— 
Western Europe, Eastern Europe. 
India, and Brazil in particular. 

All in all. ours is a balanced port¬ 
folio which is delivering broad- 
based unit development and strong 
growth in system sales. In 2004. 
we opened new units in 60 coun¬ 
tries and achieved positive same 
store sales growth in most major 
markets. We Ye targeting similar 
performance In 2005. 

Great brands. Motivated people, 
Strong results Huge potential. 

That's why the International busi¬ 
ness is the envy of our Industry. 

























We’re the leader in the chicken, pizza, Mexican-style food and quick-service seafood categories, 
flfe Taco Bell continues to invite customers to “Think Outside the Bun” with their exciting line-up 

BELL 

of Mexican-inspired signature products. While Pizza Hut gave us even more reasons to 
“Gather ’Round the Good Stuff” creating dinner solutions that are pleasing the entire family. 


KFC is inviting customers to visit “Chicken Capital USA” to try some of the Colonel’s secret 


11 herbs and spices. Long John Silver’s is giving seafood lovers the chance to “Get 


Coastal” with the signature seafood tastes you crave. And in 2004, A&W All-American 

Restaurants celebrated 85 years of satisfying customers, sharing their “Hometown Favorites 
Made Fun” with everyone. 













0 2004 was a year of significant progress for Taco Bell ' We delivered positive some store solos growth In 
every period—with over three consecutive years of sustained growth, Throughout Ihe year we continued 
to set weekly solos records systemwide, fueled by Innovative marketing ond a commitment to Running 
Great Restaurants, We re proud of the fact that our One System Operating Platform helped our Restaurant 
General Managers and their teams drive more consistent execution and greater Customer Mania. As a result, 
our Speed with Service improved, with QSR Magazine rating us third in the overall drive-thru experience in 
their 2004 PrlvaTtiru Survey. We also continued to deepen our people-first, recognition culture os seen by 
the fact that our team member turnover was down from 221% in 2001 to just 108% In 2004. 

Andi then there's our food! Already delighting customers with our existing lineup of Mexicansnspired products, like our delicious 
Grilled Stuff B unites, signature Quesadillas and Fiesta Toco Salad™—in 2004 we invited consumers to Think Outside The Bun™ 
with our new Big Bell Value Menu™. Priced at just 99b $1.29, customers can keep their stomachs and wallets full with items like 
our 1/2 lb Beef & Potato Gurrito, Spicy Chicken Soft Taco, and Caramel Apple Empanada. 

We also had customers Drinking Outside the Bun with the Introduction of Mountain Dew Baja Blast™, our new carbonated soft 
drink that combines the flavor and energy of Mountain Dew with a bold tropical 1 1 mo blast, available only at participating Taco Bell 
restaurants. Another industry first was Taco Bell becoming the "Official Quick Service Restaurant" ol Major League Baseball* 
(IVILE).* Our exciting three-year partnership includes advertising, on-site signage and fan promotions during MLB 1W events. 

So In 2005. were going to build on our success and continue to: put our People first £0 they can be great Customer Manl&es; 
get better and better at Execution: and deliver that Toco Bell taste 8 and spirit that keep our customers coming back for more! 

■ tonur tflBgW E>8«ffTiHrfcs nrd ijftiht art imedwlirt rh* pwmnnmn.tjrM^f:'!! Uag^ui Bk«hII Hie. 




EMIL BROUCK, PRESIDENT ANB CHIEF CONCEPT OFFICER, TACO BELL 












er ’Round the Good Stuff® 


In 2004, Pisa Hut gave us even more masons tn 'Gather 'Round the Good Stuff*' Writing oft the year In a big 
way by creating dinner solutions that pleas# the entire family. The 4forAII" Pizza Is a revolutionary pizza that 
gives everyone what they want, because it's four Individually topped pizzas In one. Not only did this Innovative 
pizza drive strong same store sales growth, it was one of the most successful new product launches In Pizza 
Nut history, with the highest consumer awareness of any new product, This success was followed closely by 
Buffalo Chicken Pizza and our unique Fit 'N Delirious'" line of "beep it balanced' products. To further bring 
to life our brand positioning, we Introduced The Full House XL Pizza™ providing families a 30 perceot bigger 
pizza than a traditional Large pizza (based on size comparison). 

With a focus on Customer and Sales Mania, our operators have gone all out building sales, focusing on the basics and creating 
year-over-year improvement. We've seen sales growth for 15 straight periods and Increased our market share for the f irst time 
In 10 years. We've also done a great job ef retaining our people and keeping our team member turnover at 100%—some of 
the lowest In the Industry. 

We've driven Incremental sales too, by creating two profitable new concept layers; with 327 WlngStreet™ restaurants, we have 
the largest dedicated, wing delivery brand In the U.5. (based on comparison of total units vs. national competitors) and we have 
a proven dlne-ln solution with 45 Pizza Hut Italian Bistro restaurants. 

_a banner year, Ml lad with differentiated products, new concept layers, and a sharp focus on operations driving same 

ai „, = growth of 5 percent for the year. Over the past four decades, we've satisfied customers all around the world, serving 
more than d_7 million pizzas every day to approximately 4 million customers worldwide. Now that’s just one more reason to 
“Gather Round the Good Stuff" 


PETER HEARL. PRESIDENT AND CHIEF CONCEPT OFFICER. PIZZA HUT 
























Chicken Capital USA 

2004 was a year of rebuilding for KFC, The KFC loam was aggressive with Its plan — installing new 
menuboards in every restaurant, bidding new products to the menu and launching a new advertising 
campaign: Chicken Capital USA: 

Were also proud to have brought back one of our mosl important icons to our restaurants—the Bucket. 
Introduced in 1957 by Colonel Harland Sanders and KFC's first franchisee, Pete Harman, the bucket 
symbolizes the heart and soul of our brand. 

KFC also spent the year organizing around a restaurant readiness process to build a pipeline of products 
and promotions that will yield positive results in 2005 and beyond. The first promotion lo come through 
Ihc restaurant readiness process came m Decomber with cur new Variety Bucket. Jusl as its name suggests, the Variety Buckci 
gives customers a variety oi chicken choices—our famous Kentucky Fried Chicken, Strips and Popcorn Chicken — in one 
bucket. This promotion helped KFC end the year with momentum leading in to 2005 

On the operations side KFC made improvements in speed tbal bumped up the brand to being named the eighth fastest drive* 
thru In America, according to Q$R Magazine Harvey Brownlee joined KFC h\ November as Chief Operating Officer and brought 
a renewed focus to building the brand through better operations. Under Harveys leadership, we are now testing simplified back 
of house systems to help improve speed and efficiencies Harvey is also leading out efforts to continue to grow KFC through 
mLiltlbranding with our Yuml partners. 

We are excited about the progress made to rebuild KFC in 2004* in 2005, stay tuned w* have more exciting news coming 
your way from Chicken Capilal USA, 

> 4 «». /9e&u£ 

GKEGO DEDRICK. PRESIDENT AND CHIEF CONCEPT OFFICER. KFC 
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All American Foot> 


Get Coastal I Long John Silver's signature battered fish and shrimp Has been an "Escape from the Ordinary" since 19G9. 
Wllh the opening of 175 new points of distribution in 2004, wove made it more convenient than ever for seafood lovers across 
the nation to "Get Coastal,'’ That's more openings than In any other year in US history. In fact, that sea rood excitement translated 
into another record-breaking Lenten season, achi@v<ng the highest weekly sales in the brand's history. 

While we still have work to do, we're getting belter at satisfying our customers and employees. We've seen customer complaints 
fall 35% and we've cut our drive-through speed of service time by 50 seconds. Our team member turnover continues to drop from 
232% in 2002 to 157% In 2004. We're proud to be a leading IVTultibrond partner and through our operations simplicity and a 
focus on delivering outstanding core products, were Cooking forward to the possibilities in 2005. So if you love seafood, it's time 
to 'Get Coastal' at Long John Silver's. 



Hometown Food Made Fun 


Free Root Beer Floats, curiously delicious Cheese Curds and the reintroduction 
of the famous Papa Burger were highlights for A&W Rest aura hts In 2004. A&W celebrated its 85th anniversary by giving 
away free Root Beer Floats and our "Hometown Food Made Fun" brand position guided marketing and operations activities all 
year—featuring new. improved menu items. Going forward, we will continue to build our brand by leveraging our history and 
equity in both single and multibrand formats. 


STEVE DAVIS, PRESIDENT. LONG JOHN SILVER' 5 /A&W AND Yur*' MULTIBRANDING 
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multibrand 

power 


Stule! 



















Today, we’re changing the industry with 
Multibrand innovation and providing the 
choice and convenience our customers 
prefer. Yum! is the undeniable world 
leader in multibranding with over 2,600 
combination restaurants accounting for: 

•More than 14% of our U.S. traditional 
restaurant base with a potential to grow 
to 23% in 2007 

•Estimated $224 million in restaurant profits 
and franchise fees (excluding G&A expenses), 
or about 17% of the U.S. total 

•Significant incremental average sales 
per units, dramatically improving our unit 
cash flows 





500 + 

ft new 1 


multi brand 
units in 
2004 



2 , 600 + 

multibranded 
units in the 
U.S. 


Multibrand average 
unit volumes are typically 

$250,000 a year higher 

than single-brand restaurants. 


The bottom line is: we're 
always getting better. 
Whether we re improving 
our people capability, 
simplifying our back of the 
house systems, or vaiue- 
engineering our facilities 
and creating more exciting 
designs, it's for one reason 
only: our customers. With ai! 
that choice and convenience 
under one roof. It s an 
undeniable win! 



































C H AMPS 

Cleanliness Hospitality Accuracy Maintenance Product Speed of 

Quality Service 



The power of our people is our secret ingredient, and 
what sets us apart from the competition. 

Around the world, our 850,000 Customer Maniacs 
are striving each and every day to put a smile on our 
customers’ faces. At Yum! Brands, we’re building an operating culture 
Dclicdied id 100% CHAMPS with a Yes! Attitude. ini Iv¬ 

on executing the basics with passion, urgency and excellence so that 
we wiI In Same Store Sates Growth in every restaurant, 
that if we put the customer first in everything we do, then we re running 
great restaurants. And when we do that, we Ye driving consistent perfor¬ 
mance year over year. 

This is our fifth year of executing against our operational framework 
and our fourth year of Customer and Sales Mania training every quarter 
in every restaurant. Throughout our journey we have not changed our 
focus, we've just become more maniacal about driving our unique oper¬ 
ating culture deep to our restaurant teams. And I'm proud to report that 
we Ye making steady progress in our operating measures. While we still 
have work to do, we're committed to continuing our efforts to satisfy 
our customers better than anyone in the industry. It's that commitment 
to Customer Mania that will take this company to the next level! 

Please open this page to meet some of our very best Customer Maniacs 
from around the world. 
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DAVE DEMO. CHIEF OPERATING OFFICER 
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MAINTENANCE "WeVe always ready 
tor our customers,* That's Jiaw iS^eer 
veteran RGM Jim GrFbbto runs his restau* 
rant and keeps It humming. Last year 
he boosted safes by 32%! Jim Is always 
funning a great restaurant and serving 
up delicious root beer floats with a smile, 
Jim Gribble. A&W All American Food, 
p-augharthy, Inc, franchisee 


GT QUALITY How do you say 
Yum? Just ask RGM Diane Oney r Tills 
28-year veteran drives a passionate 
Customer Mania culture In her restaurant 
with consistent CHAMPS scores In the 
high 90's. Just listen to the rings of 
satisfaction on the Long John Silver's 
bell to her lobby Ring! 

Diane Oney r Lung John Silver's, 

Storing Silver Restaurants franchisee 


SpEED of SERVICE Don't blink. You 
might miss ROM Abui Arad making 
things happen—fast, Abui runs one 
of KFCs best restaurants] In 2004. he 
maintained a $7% CHAMPS average and 
a near-perfect 5.0 Balanced Scorecard. 
Abui constantly reinforces CHAMPS with 
a Yes’—serving up his special brand of 
Customer Mania—in a snap. 

Abui Arad. KFC 
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Cleanliness Shine, all the time. 

RGM Richard Goebel's rest.aurant 
sparkles. When 60% of your business 
Is carry-out. cleanliness Is the key. This 
17-year veteran Is a five-time Pisa Hut 
Star Tracks Champion (the best opera¬ 
tors in the system!) and he delivered a 
95% CHAMPS average last year! 
Richard Goebel. Ftea Hut 


Hospitality fins? (iw haoy mats *hewo" 

In Chinese. Everyone feels welcomed in 
HGM Pan Ya's restaurant in Shanghai, 
China. Pen is part of the elite group — 
the Champion's Club—that is the to p 3% 
of all RGMs In China. Her CHAMPS average 
Is nearly perfect for the year—$9%l — 
while growing her same stare s&les- 
Pen Ye. KFC 



Accuracy Getting it right: that's Mertirdad 
Kho-rramiams motto. With an amazing 99.3% 
CHAMPS average. Including a perfect 100% 
in Accuracy this Id-year veteran was named 
-2004 Company RGM Of the Year7 His perfect 
Balanced Scorecard of 5.0 and his CHAMPS 
Excellence Review of 100% was the highest 
in the company! 

Merhrdad Kharramiam.Tacn Ball 
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UNITED STATES 
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franchisee sales lUl 

PH 
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TACO BELL 
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Unit Information 


WORLDWIDE SYSTEM UNITS 
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2004 

2003 

Change 

Company 




7,743 

7,854 

a%) 

Unconsolidated affiliates 




1,662 

1,512 

10% 

Franchisees 




21.858 

21.471 

2% 

Licensees 




2,348 

2,362 

U%) 

Total 




33,608 

33,199 

i% 







5-Year 


2004 

2003 

2002 

2001 

2000 

Grewth 115 

UNITED STATES 
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5,525 
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31 
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BREAKDOWN OF WORLDWIDE SYSTEM UNITS 
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2004 


Company 

Affiliate 

Franchised 

Licensed 

total 

UNITED STATES 

KFC 


1,2.48 


4.202 

75 

5,625 

Pizza Hut 


1,741 

— 

4,565 

1,194 

7,509 

Taco Beil 


1,283 

-— 

3,747 

870 

5.900 

Long John Silver's 


700 

— 

500 

— 

1,200 

A&VY 


17 

— 

468 

— 

435 

Total U.s. 


4,939 


13.432 

2,139 

20,610 

international 

KFC 


1,751 

897 

5,028 

65 

7,741 

Pizza Hut 


939 

765 

2,926 

94 

4,774 

Taco Bell 


13 

— 

ISO 

45 

238 

Long John Silver’s 


— 

— 

33 

1 

34 

A&W 


— 

— 

209 

1 

210 

Total International iiH| 


2,754 

1,662 

8,376 

206 

12,998 

Total" 1 


7,743 

1,662 

21,358 

2,345 

33,603 
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WORLDWIDE UNtTS 

2004 (in thousands) 


Yum! BRANDS 

MCDONALD'S 

SUBWAY 

burger king 

WENDY'S 
DOMINO'S PIZZA 
DAIRY QUEEN 
AFC* 


34 

32 

23 

11 

10 

S 

s 

4 


‘Include* Popeyes. Ctawch‘3, Croton & Statue's Be&l Coffee 







































Yum! at a glance 


U.S. SALES BY DAYPART 



BY DISTRIBUTION CHANNEL 



* Dinner 59% Lunch 35% % Dine Out 78% 

Snacks/Breakfast 6% Dine In 22% 



• Dinner 63% Lunch 27% * Dine Out 72% 

Snacks/Breakfast 10% Dine In 28% 



Snacks/Breakfast 12% Dine In 27% 


IPNCjoViH 

SiLVElfc 



* Dinner 53% Lunch 44% 
Snacks/Breakfast 3% 


• Dine Out 59% 

Dine In 41% 




* Dinner 32% Lunch 48% * Dine Out 50% 

Snacks/Breakfast 20% Dine In 50% 


Source: The NPD Group, Inc.: NPD Foodworld; CREST 















Management’s Discussion and Analysis 
of Financial Condition and Results of Operations 


Yurnl Brands, Inc. 


INTRODUCTION ANP OVERVIEW 

YUM! Brands, Inc. and Subsidiaries (collectively referred 
to as "YUM" or the "Company") comprises the worldwide 
operations of KFC, Pizza Hut, Taco Bell, Long John Silver's 
(“US") and A&W All-American Food Restaurants ("A&W") 
(collectively "the Concepts”) and is the world’s largest quick 
service restaurant (“QSR") company based on the number of 
system units. LJS and A&W were added when YUM acquired 
Yorkshire Global Restaurants, Inc. ("YGR") on May 7, 2002. 
With 12,998 international units, YUM is the second largest 
QSR company outside the U.S, YUM became an independent, 
publicly-owned company on October 6, 1997 (the "Spin-off 
Date") via a tax-free distribution of our Common Stock (the 
"Distribution" or "Spin-off") to the shareholders of our former 
parent, PepsiCo, Inc. ("PepsiCo"). 

Through its Concepts, YUM develops, operates, franchises 
and licenses a system of both traditional and non-traditional 
QSR restaurants. Traditional units feature dine-in, carryout 
and, in some instances, drive-thru or delivery services. Non- 
traditional units, which are typically licensed outlets, include 
express units and kiosks which have a more limited menu 
and operate in non-traditional locations like malls, airports, 
gasoline service stations, convenience stores, stadiums, 
amusement parks and colleges, where a full-scale traditional 
outlet would not be practical or efficient. 

The retail food industry, in which the Company competes, 
is made up of supermarkets, supercenters, warehouse stores, 
convenience stores, coffee shops, snack bars, delicatessens 
and restaurants (including the QSR segment), and is intensely 
competitive with respect to food quality, price, service, conve¬ 
nience, location and concept. The industry is often affected 
by changes in consumer tastes; national, regional or local 
economic conditions; currency fluctuations; demographic 
trends; traffic patterns; the type, number and location of 
competing food retailers and products; and disposable 
purchasing power. Each of the Concepts competes with inter¬ 
national, national and regional restaurant chains as well as 
locally-owned restaurants, not only for customers, but also for 
management and hourly personnel, suitable real estate sites 
and qualified franchisees. 

The Company's key strategies are: 

Building dominant restaurant brands in China 

Driving profitable international expansion 

Improving restaurant operations 

Multibranding category-leading brands 

The Company is focused on five long-term measures 
identified as essential to our growth and progress. These 
five measures and related key performance indicators are as 
follows; 

International expansion 

* International system-sales growth (local currency) 

* Number of new international restaurant openings 

* Net international unit growth 

Multibrand innovation and expansion 

* Number of multibrand restaurant locations 

* Number of multibrand units added 

■ Number of franchise multibrand units added 


Portfolio of category-leading U.S. brands 

* U.S. blended same store sales growth 

■ U.S. system sales growth 

Global franchise fees 

* New restaurant openings by franchisees 

■ Franchise fee growth 

Strong cash generation and returns 

* Cash generated from all sources 

* Cash generated from all sources after capital 
spending 

■ Restaurant margins 

Our progress against these measures is discussed 
throughout the Management's Discussion and Analysis 
(“MD&A"). 

Throughout the MD&A, the Company provides the 
percentage change excluding the impact of foreign currency 
translation. These amounts are derived by translating current 
year results at prior year average exchange rates. We believe 
the elimination of the foreign currency translation impact 
provides better year-to-year comparability without the distor¬ 
tion of foreign currency fluctuations. 

This MD&A should be read in conjunction with our 
Consolidated Financial Statements on pages 47 through 50 
and the Cautionary Statements on page 46. All Note refer¬ 
ences herein refer to the Notes to the Consolidated Financial 
Statements on pages 51 through 73. Tabular amounts are 
displayed in millions except per share and unit count amounts, 
or as otherwise specifically identified. 

FACTORS AFFECTING COMPARABILITY OF 2004 RESULTS 
TO 2003 RESULTS AND 2003 RESULTS TO 2002 RESULTS 

Lease Accounting Adjustments In late 2004 and early 
2005, a number of companies within the QSR industry 
announced adjustments to their accounting for leases and 
the depreciation of leasehold improvements. In consultation 
with our external auditors, we also determined that an adjust¬ 
ment was necessary to modify our accounting in these areas. 
Accordingly, in the fourth quarter of 2004, we recorded an 
adjustment such that all of our leasehold improvements are 
now being depreciated over the shorter of their useful lives 
or the term of the lease, including options in some instances, 
over which we are recording rent expense, including escala¬ 
tions, on a straight-line basis. 

The cumulative adjustment, primarily through increased 
U.S. depreciation expense, totaled $11.5 million ($7 million 
after tax). The portions of this adjustment that related to 
2004 full year and 2004 fourth quarter were approximately 
$3 million and $1 million, respectively. As the portion of 
our adjustment recorded that was a correction of errors of 
amounts reported in our prior period financial statements was 
not material to any of those prior period financial statements, 
the entire adjustment was recorded in the 2004 Consolidated 
Financial Statements and no adjustment was made to any 
prior period financial statements. We anticipate that the 
impact of this accounting change will result in additional 
expense of $3 million in 2005. 




On May 7, 2002, the Company completed 
its acquisition of YGR, the parent company of LJS and A&W. 
See Note 4 for a discussion of the acquisition. 

As of the date of the acquisition, YGR consisted of 742 
and 496 company and franchise LJS units, respectively, and 
127 and 742 company and franchise A&W units, respec¬ 
tively. In addition, 133 multibranded LJS/A&W restaurants 
were included in the LJS unit totals. Except as discussed 
in certain sections of the MD&A, the impact of the acquisi¬ 
tion on our results of operations in 2003 was not significant 
relative to 2002. 

Amendment of SaltLeaseback Agreements As discussed 
in Note 14, on August 15, 2003 we amended two sale- 
leaseback agreements assumed in our 2002 acquisition of 
YGR such that the agreements now qualify for sale-leaseback 
accounting. Restaurant profit decreased by $5 million and 
by S3 million in 2004 and 2003, respectively, as a result of 
the two amended agreements being accounted for as oper¬ 
ating leases subsequent to the amendment. The decrease 
in restaurant profit was largely offset by a similar decrease in 
interest expense. 

Canada Unconsolidated Affiliate Dissolution On November 
10, 2003, we dissolved our unconsolidated affiliate that previ¬ 
ously operated 733 restaurants in Canada. We owned 50% 
of this unconsolidated affiliate prior to its dissolution and 
accounted for our interest under the equity method. Of the 
restaurants previously operated by the unconsolidated affil¬ 
iate, we now operate the vast majority of Pizza Huts and Taco 
Bells, while almost all KFCs are operated by franchisees. As 
a result of operating certain restaurants that were previously 
operated by the unconsolidated affiliate, our Company sales, 
restaurant nrofit and general and administrative expenses 
increased and our franchise fees decreased. Additionally, 
on a full year basis other income increased as we recorded 
a loss from our investment in the Canadian unconsolidated 
affiliate in 2003. 

As a result of the dissolution of our Canadian uncon¬ 
solidated affiliate, Company sales increased $147 million, 
franchise fees decreased $9 million, restaurant profit 
increased $8 million, general and administrative expenses 
increased $11 million and other income increased $4 million 
for the year ended December 25, 2004 compared to the year 
ended December 27, 2003. The impact on 2004 net income 
was not significant. The impact of the dissolution on our 2003 
results was also not significant. 

5al$ of Puerto Rico Business Our Puerto Rico business was 
held for sale since the fourth quarter of 2002 and was sold 
on October 4, 2004 for an amount approximating its then 
carrying value. Company sales and restaurant profit decreased 
$27 million and $4 million, respectively, franchise fees 
increased $1 million and general and administrative expenses 
decreased $1 million for the year ended December 25, 2004 
as compared to the year ended December 27, 2003. 

Commodity Inflation The increased cost of certain commod¬ 
ities negalively impacted our U.S. margins for the year ended 
December 25, 2004. Higher commodity costs, particularly in 


cheese and meat prices, negatively impacted U.S. restaurant 
margins as a percentage of sales by approximately 160 basis 
points for the year ended December 25, 2004. 

Wrench Litigation We recorded income of $14 million in 
2004 and expense of $42 million in 2003. See Note 24 for a 
discussion of the Wrench litigation. 

AmeriSeive and Other Charges (Credits) We recorded 
income of $16 million in 2004, $26 million in 2003 and 
$27 million in 2002. See Note 7 for a detailed discussion of 
AmeriServe and other charges (credits). 

Store Portfolio Strategy From time to time we sell Company 
restaurants to existing and new franchisees where geographic 
synergies can be obtained or where their expertise can 
generally be leveraged to improve our overall operating perfor¬ 
mance, while retaining Company ownership of key U.S. and 
International markets. Such refranchisings reduce our reported 
revenues and restaurant profits and increase the importance 
of system sales growth as a key performance measure. 

The following table summarizes our refranchising 
activities: 



2004 

2003 

2002 

Number of unis refranchised 

317 

228 

174 

Rc-franchising proceeds, pre-tax 

$140 

$92 

$ 81 

Refranchising net gains, pre-tax^ 

$ 12 

$ 4 

$ 19 


(a) Refranchi-smg net gains for the year encli^d December 25, 2004 include charges 
to write down uur Puerto Rico business to our then estimate of its fair value and 
charges to write down certain U S, resESurants we currently own but we have 
offered to seJl at amounts lower than their carrying values. Retrain luring net gains 
for the year ended December 27. 2003 also include charges to write down our 
Puerto Rico business to our then estimate of its fair value. As previously noted, 
we sold ou< Puerto Rico business effective October 4,2004 for an amount approxi¬ 
mating its then carrying value. 

In addition to Quf refranchising program, from time to time 
we close restaurants that are poor performing, we relocate 
restaurants to a new site within the same trade area or we 
consolidate two or more of our existing units into a single unit 
(collectively “store closures"). 

The following table summarizes Company store closure 
activities: 



2004 

2003 

2002 

Number of units dosed 

319 

287 

224 

Store closure costs (income)' 8 ' 
Impairment charges for stores 

$(3) 

$ 6 

$15 

to be closed 

$ 5 

$12 

$ 9 


(a) Store closure income in 2004 is primarily the result of gains from the sale of 
properties on which we formerly operated restaurants. 

The impact on operating profit arising from refranchising 
and Company store closures is the net of (a) the estimated 
reductions in restaurant profit, which reflects the decrease in 
Company sales, and general and administrative expenses and 

(b) the estimated increase in franchise fees from the stores 
refranchised. The amounts presented below reflect the esti¬ 
mated impact from stores that were operated by us for all 
or some portion of the respective previous year and were no 
longer operated by us as of the last day of the respective year. 
The amounts do not include results from new restaurants that 
we opened in connection with a relocation of an existing unit 
or any incremental impact upon consolidation of two or more 
of our existing units into a single unit. 
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The following table summarizes the estimated impact on 
revenue of refranchising and Company store closures: 


2004 

Inter- 



u.s. 

national 

Worldwide 

Decreased sales 

$(241) 

$(131) 

$(372) 

Increased franchise fees 

7 

5 

12 

Decrease m total revenues 

$(234) 

$(126) 

$(360) 


Decreased sales 

inci eased franchise fees 

Decrease in total revenues 

u.s. 

$(148) 

1 

$(147) 

2003 

inter 

national Worldwide 

$(120) $(268) 
6 6 

$1115) $ (262) 

The following table summarizes the estimated impact on oper- 

ating profit of refranchising and Company store closures: 


U.S. 

2004 

Inter¬ 
national Worldwide 

Decreased restaurant profit 

$ (18) 

$ (11) $ (29) 

Increased franchise fees 

7 

5 12 

Decreased general and 
administrative expenses 

_ 

6 6 

Decrease in operating profit 

$ (11) 

$ — $ (11) 



2003 


U.S. 

■nter- 

nat tonal Worldwide 

Decreased restaurant profit 

$ (18) 

$ (15) $ (33) 

Increase ! franchise fees 

1 

5 6 

Decreased general and 
administrative expenses 

_ 

6 6 

Decrease in operating profit 

$ (17) 

$ (4) $ (21) 

RESULTS OF OPERATIONS 

% B/(W) 

% B/(W) 


vs. 

vs. 


2004 2003 

2003 2002 

Company jales 

$7,992 7 

$7,441 8 

Franchise and license fees 

1,019 8 

939 9 

Revenues 

$ 9,011 8 

$ 8,^80 8 

Company ies tan rani profit 

$ 1,159 5 

$1,104 — 

% of Company sales 

14.5% (0.3)"** 14.8% (1.2)' 

Operating proiit 

1,155 9 

1,059 3 

Interest expense, net 

129 25 

173 (1) 

Income tax provision 

286 (7) 

268 3 

Income before cumulative effect 
of accounting change 

740 20 

618 6 

Cumulative effect of 
accounting change, net of tax 

— — 

(1) NM 

Net income 

$ 740 20 

$ 617 6 


Diluted earnings per share" 1 $ 2.42 20 $2.02 7 


RESTAURANT UNIT ACTS Vi TV 


Worldwide 

Company 

Uncon 

solidateo 

Affiliates 

Franc; usees 

Total 

Excluding 

Licensees 

Balance at end of 2002 

7,526 

2,148 

20,724 

30,398 

New Builds 

454 

176 

868 

1,498 

Acquisitions 

389 

(736) 

347 

(2) 

Refranchising 

(228) 

m 

227 

(2) 

Closures 

(2871 

175) 

(691.; 

(1,053; 

Other 

— 

— 

(2) 

1.21 

Balance at end of 2003 

7,854 

1,512 

21,471 

30.537 

New Bu.lds 

457 

178 

315 

1.450 

Acquisitions 

72 

11 

(83) 

— 

Refranchising 

(317) 

— 

316 

(1) 

Closures 

(319) 

(31) 

(651) 

(1,001) 

Other 

(4) 

(8) 

(10) 

(22) 

Balance at end of 2004 

7.743 

1.662 

21,858 

31,263 

% of Total 

25% 

5% 

70% 

100% 


The above total excludes 2,345 and 2,362 licensed units at 
the end of 2004 and 2003, respectively. 


Uncon- Total 

soiidated Excluding 


United States 

Company 

Affiliates 

Franchisees 

Licensees 

Balance at end of 2002 

5,193 

4 

13,663 

18,860 

New Builds 

142 

3 

245 

390 

Acquisitions 

106 

— 

(108) 

(2) 

Refranchising 

(150) 

- 

148 

(2) 

Closures 

(197) 

(1) 

(386) 

(584) 

Other 

— 

— 

4 

4 

Balance at end of 2003 

5,094 

6 

13,566 

18,666 

New Builds 

146 

— 

227 

373 

Acquisitions 

61 

— 

(61) 

— 

Refranchising 

(113) 

- 

112 

(1) 

Closures 

(199) 

(6) 

(365) 

(570^ 

Other 

— 

— 

3 

3 

Balance at end of 2004 

4,989 

— 

13,482 

18.471 

% of Total 

27% 

_ 

73% 

100% 


The above total excludes 2,139 and 2,156 licensed units at 
the end of 2004 and 2003, respectively. 
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(a) See IMote 6 for thr - urn bar of shares used m this calculation 



















International 

Uncon¬ 

solidated 

Company Affiliates Franchisees 

Total 

Excluding 

Licenser’s 

Balance at end of 2002 

2,333 

2,144 

7,061 

11,538 

New Builds 

312 

173 

623 

1,108 

Acquisitions 

283 

(736) 

453 

- 

Refranchising 

(78) 

(1) 

79 


Closures 

(90) 

(74) 

(305) 

0-69) 

Othe/ 3) 

— 


(6) 

(6) 

Balance at end of 2003 

2,760 

1.506 

7,905 

12,171 

New Builds 

311 

178 

588 

1,077 

Acquisitions 

11 

11 

(22) 

— 

Refranchising 

(204) 

— 

204 

— 

Closures 

(120) 

(25} 

(286) 

(431) 

Other^ 

(4) 

(8) 

(13) 

(25) 

Balance at end of 2004 

2.754 

1 T 662 

8.376 

12,792 

% of Total 

22% 

13% 

65% 

100% 


(a) Represents an adjustment of previously reported amounts. 

The above totals exclude 206 licensed units at both the end 
of 2004 and 2003. 

Included in the above totals are multibrand restaurants. 
Multibrand conversions increase the sales and points of distri¬ 
bution for the second brand added to a restaurant but do not 
result in an additional unit count. Similarly, a new multibrand 
restaurant, while increasing sales and points of distribu¬ 
tion for two brands, results in just one additional unit count. 
Franchise unit counts include both franchisee and unconsoli¬ 
dated affiliate multibrand units. Multibrand restaurant totals 
were as follows: 

2004 



Company 

Franchise 

Total 

United States 

1,391 

1,250 

2,641 

International 

28 

155 

183 

Worldwide 

1,419 

1,405 

2,824 


2003 



Company 

Franchise 

Total 

United States 

1,032 

1,116 

2,148 

International 

52 

127 

179 

Worldwide 

1,084 

1.243 

2.327 


For 2004 and 2003, Company multibrand unit gross addi- 
tions were 384 and 235, respectively. For 2004 and 2003, 
franchise multibrand unit gross additions were 169 and 194, 
respectively. 


System sales growth includes the results of all restaurants 
regardless of ownership, including Company-owned, fran¬ 
chise, unconsolidated affiliate and license restaurants. Sales 
of franchise, unconsolidated affiliate and license restaurants 
generate franchise and license fees for the Company (typically 
at a rate of 4% to 6% of sales). Franchise, unconsolidated 
affiliate and license restaurants sales are not included in 
Company sales on the Consolidated Statements of Income; 
however, the franchise and license fees are included in the 
Company's revenues. We believe system sales growth is 
useful to investors as a significant indicator of the overall 
strength of our business as it incorporates all of our revenue 
drivers, Company and franchise same store sales as well as 
net unit development. 

In 2004, the increase in Worldwide system sales was 
driven by new unit development and same store sales growth, 
partially offset by store closures. Excluding the favorable 
impact from both foreign currency translation and the YGR 
acquisition, Worldwide system sales increased 3% in 2003. 
The increase was driven by new unit development, partially 
offset by store closures. 

In 2004, the increase in U.S. system sales was driven by 
new unit development and same store sales growth, partially 
offset by store closures. Excluding the favorable impact of the 
YGR acquisition, U.S, system sales increased 1% in 2003. 
The increase was driven by new unit development, partially 
offset by store closures. 

In 2004, the increase in International system sales was 
driven by new unit development and same store sales growth, 
partially offset by store closures. In 2003, the increase in 
International system sales was driven by new unit develop¬ 
ment, partially offset by store closures. 

REVENUES 

% Increase 
excluding 
currency 

Amount % Increase translation 



2004 

2003 

2004 

2003 

2004 

2003 

Company sales 
United States 

$ 5,163 

$5,081 

2 

6 

N/A 

N/A 

International 

2,829 

2,360 

20 

12 

16 

8 

Worldwide 

7,992 

7,441 

7 

8 

6 

7 


Franchise and 
license fees 


United States 
International 

600 

419 

574 

365 

4 

15 

1 

23 

N/A 

8 

N/A 

14 

Worldwide 

1,019 

939 

8 

9 

6 

6 

Total revenues 
United States 

5,763 

5,655 

2 

6 

N/A 

N/A 

International 

3,248 

2,725 

19 

13 

15 

8 

Worldwide 

S 9.011 

$ 8,380 

8 

8 

6 

7 


SYSTEM SALES GROWTH 

Increase excluding 
Increase currency translation 



2004 

2003 

2004 

2003 

United States 

3% 

3% 

N/A 

N/A 

International 

15% 

14% 

9% 

7% 

Worldwide 

8% 

7% 

5% 

5% 
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In 2004, the increase in Worldwide Company sales was 
driven by new unit development, acquisitions of franchisee 
restaurants (primarily certain units in Canada which we now 
operate), and same store sales growth, partially offset by 
refranchising and store closures. Excluding the favorable 
impact of both foreign currency translation and the YGR acqui¬ 
sition, Worldwide Company sales increased 4% in 2003. The 
increase was driven by new unit development, partially offset 
by store closures and refranchising. 

In 2004, the increase in Worldwide franchise and license 
fees was driven by new unit development, same store sales 
growth, and refranchising, partially offset by store closures 
and acquisitions of franchisee restaurants (primarily certain 
units in Canada which we now operate). Excluding the favor¬ 
able impact of both foreign currency translation and the YGR 
acquisition, Worldwide franchise and license fees increased 
5% in 2003. The increase was driven by new unit develop¬ 
ment, royalty rate increases and same store sales growth, 
partially offset by store closures. 

In 2004, the increase in U.S. Company sales was driven 
by new unit development and same store sales growth, 
partially offset by refranchising and store closures. Excluding 
the favorable impact of the YGR acquisition, U.S. Company 
sales increased 2% in 2003. The increase was driven by 
new unit development, partially offset by store closures and 
refranchising. 

U.S same store sales includes only Company restaurants 
that have been open one year or more. U.S. blended same 
store sales include KFC, Pizza Hut and Taco Bell Company- 
owned restaurants only. U.S. same store sales for Long John 
Silver's and A&W restaurants are not included. Following are 
the same store sales growth results by brand: 



Same 


Average 


Store 


Guest 

2004 

Sales 

Transactions 

Check 

KFC 

(2)% 

(4)% 

2% 

Pizza Hut 

5% 

2% 

3% 

Taco Bell 

5% 

3% 

2% 


Same 


Average 


Store 


C* jest 

2003 

Sales 

Transactions 

CtrecK 

KFC 

(2)% 

(4)% 

2% 

Pizza Hut 

(1)% 

(4)% 

3% 

Taco Bell 

2% 

1% 

1% 


In 2004, blended Company same store sales increased 3% 
due to increases in average guest check and transactions. In 
2003, blended Company same store sales were flat due to 
a decrease in transactions offset by an increase in average 
guest check. 

In 2004, the increase in U.S. franchise and license fees 
was driven by same store sales growth, new unit develop¬ 
ment and refranchising, partially offset by store closures. 
Excluding the favorable impact of the YGR acquisition, U.S. 
franchise and license fees remained essentially flat in 2003 


as a decrease primarily driven by store closures was largely 
offset by new unit development. 

In 2004, the increase in International Company sales was 
driven by new unit development, acquisitions of franchisee 
restaurants (primarily certain units in Canada which we now 
operate), and same store sales growth, partially offset by 
refranchising and store closures. In 2003, the increase in 
International Company sales was driven by new unit devel¬ 
opment, partially offset by refranchising, same store sales 
declines and store closures. 

In 2004, the increase in International franchise and 
license fees was driven by new unit development, same 
store sales growth and refranchising, partially offset by store 
closures and our acquisitions of franchisee restaurants 
(primarily certain units in Canada which we now operate). In 
2003, the increase in international franchise and license fees 
was driven by new unit development, royalty rate increases and 
same store sales growth, partially offset by store closures. 

COMPANY RESTAURANT MARGINS 


2004 

United States 

International 

Worldwide 

Company sales 

100.0% 

100.0% 

100.0% 

Food and paper 

29.9 

35.1 

31.8 

Payroll and employee benefits 

30.5 

19.1 

26.4 

Occupancy and other 




operating expenses 

25.8 

30.0 

27.3 

Company restaurant margin 

13=8% 

15=8% 

14.5% 

2003 

United States 

International 

Worldwide 

Company sales 

100.0% 

100.0% 

100.0% 

Food and paper 

28.8 

35.5 

30.9 

Payroll and employee benefits 

31.0 

19.0 

27.2 

Occupancy and other 




operating expenses 

25.6 

30.0 

27.1 

Company restaurant margin 

14.6% 

15.5% 

14.8% 

2002 

United States 

International 

Worldwide 

Company sales 

100.0% 

100.0% 

100.0% 

Food and paper 

28.2 

36.1 

30.6 

Payroll and employee benefits 

30.9 

18.7 

27.2 

Occupancy and other 




operating expenses 

24.9 

29.2 

26.2 

Company restaurant margin 

16.0% 

18.0% 

16.0% 


In 2004, the decrease in U.S. restaurant margins as a 
percentage of sales was driven by higher food and paper 
costs and higher occupancy and other costs, partially offset 
by the impact of same store sales increases on restaurant 
margin. Higher food and paper costs were primarily driven by 
increased commodity costs (principally cheese and meats) 
and higher occupancy and other costs were primarily driven 
by increased expense resulting from the adjustment related 
to our accounting for leases and the depreciation of leasehold 










improvements. In 2003, the decrease in U.S. restaurant 
margin as a percentage of sales was primarily driven by the 
increased occupancy expenses due to higher rent, primarily 
due to additional rent expense associated with the amended 
YGR sale-Jeaseback agreements, and utilities. The higher 
food and paper costs were primarily due to the impact of 
unfavorable discounting and product mix. Also contributing to 
the decrease were higher labor costs, primarily driven by low 
single-digit increases in wage rates. 

In 2004, the increase in International restaurant margins 
as a percentage of sales was driven by the impact of same 
store sales increases on restaurant margin and lower food 
and paper costs (principally due to supply chain savings). 
The increase was partially offset by a 60 basis point unfa¬ 
vorable impact of operating certain restaurants in Canada, 
which is a market with below average margins, that were 
previously operated by our unconsolidated affiliate, increased 
labor costs in certain markets and a 10 basis point unfavor¬ 
able impact from foreign currency translation. In 2003, the 
decrease in International restaurant margins as a percentage 
of sales was driven by the impact on margin of same store 
sales declines and a 20 basis point unfavorable impact from 
foreign currency translation. The decrease was partially offset 
by the impact of supply chain savings on the cost of food and 
paper (principally in China), and the cessation of deprecia¬ 
tion expense of approximately $9 million for the Puerto Rico 
business while it was held for sale. 

The impact from foreign currency translation on margins 
as a percentage of sales is a resuit of the portfolio of 
markets effect. International margin percentages in total are 
impacted unfavorably when currencies strengthen in markets 
with below average margins. Those markets contributing to 
the unfavorable impacts of foreign currency translation on 
margin have below average margins largely due to their higher 
labor costs. 

WORLDWIDE CENTRAL AND ADMINISTRATIVE EXPENSES 

General and administrative expenses increased $111 million 
or 12% in 2004, including a 2% unfavorable impact from 
foreign currency translation. The increase was driven by higher 
compensation related costs, including incentive compen¬ 
sation, amounts associated with investments in strategic 
initiatives in China and other international growth markets and 
pension costs. Also contributing to the increase were higher 
professional fees and increased reserves related to potential 
development sites and surplus facilities. The increase was 
also partially attributable to expenses of $11 million associ¬ 
ated with operating the restaurants we now own in Canada that 
were previously operated by our unconsolidated affiliate. These 
increases were partially offset by decreases in expenses due 
to the favorable impact of refranchising certain restaurants. 


General and administrative expenses increased $32 mil¬ 
lion or 3% in 2003, including a 1% unfavorable impact from 
foreign currency translation. Excluding the unfavorable impact 
from both foreign currency translation and the YGR acquisi¬ 
tion, general and administrative expenses were flat for 2003. 
Lower management incentive compensation costs were offset 
by increases in expenses associated with international res¬ 
taurant expansion and pension expense. 

WORLDWIDE FRANCHISE AMD LICENSE EXPENSES 

Franchise and license expenses decreased $2 million or 8% 
in 2004. The decrease was primarily driven by the favorable 
impact of lapping the biennial International franchise conven¬ 
tion held in 2003. 

Franchise and license expenses decreased $21 million 
or 42% in 2003. The decrease was primarily attributable to 
lower allowances for doubtful franchise and license fee receiv¬ 
ables, principally at Taco Bell. 


WORLDWIDE OTHER (INCOME) EXPENSE 



2004 

2003 

2002 

Equity income from investments 
in unconsolidated affiliates 

$(54) 

$(39) 

$(29) 

Foreign exchange net (gain) Joss 

(1) 

(2) 

(1) 

Other (ircome) expense 

$(55) 

$(41) 

$(30) 


Other income increased $14 million or 34% in 2004, including 
a 7% favorable impact from foreign currency translation. The 
increase was driven by an increase in equity income from our 
unconsolidated affiliates, principally in China, and the dissolu¬ 
tion of our unconsolidated affiliate in Canada which recorded 
a loss for the year ended December 27, 2003. 

Other income increased $11 million or 39% in 2003, 
including a 6% favorable impact from foreign currency trans¬ 
lation. The increase was primarily driven by an increase in 
equity income from our unconsolidated affiliates, particularly 
in China. 

WORLDWIDE FACILITY ACTIONS 

We recorded a net loss from facility actions of $26 million, 
$36 million and $32 million in 2004, 2003 and 2002, respec¬ 
tively. See the Store Portfolio Strategy section for more detail 
of our refranchising and closure activities and Note 7 for a 
summary of the components of facility actions by reportable 
operating segment. 
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OPERATING PROFIT 


>. Increase/ 
(decrease) 



2004 

2003 

2004 

2003 

United Status 

$ 777 

$ 812 

(4) 

1 

International 

542 

441 

23 

22 

Unallocated and corporate 

expenses 

(204) 

(179) 

(14) 

— 

Unallocated other income 

(expense} 

(2) 

(3) 

NM 

NM 

Unallocated facility actions 

12 

4 

NM 

IN VI 

Wrench litigaiion income 

(expense) 

14 

(42) 

NM 

NM 

AmeriServe and other 

(charges) credits 

16 

26 

NM 

NM 

Operating profit 

$1,155 

$ 1 r 059 

9 

3 


In 2004, the decrease in U.S, operating profit was driven by 
the impact on restaurant profit of higher commodity costs 
(primarily cheese and meat) and the adjustment recorded 
re/ated to our accounting for leases and the depreciation 
of leasehold improvements, as well as higher general and 
administrative expenses. The decrease was partially offset 
by the impact of same store sales increases on restaurant 
profit and franchise and license fees. Excluding the favorable 
impact of the YGR acquisition, U.S, operating profit in 2003 
was flat compared to 2002. Decreases driven by lower restau¬ 
rant profit as a result of increased occupancy expenses and 
the impact of unfavorable discounting and product nrnx shift 
on food and paper costs were oil set by lower franchise and 
license and general and administrative expenses. 

Excluding the favorable impact from foreign currency 
translation, International operating profit increased 17% in 
2004. The increase was driven by new unit development, the 
impact of same store sales increases on restaurant profit and 
franchise and license fees and higher income from our invest¬ 
ments in unconsolidated affiliates, partially offset by higher 
general and administrative costs. Excluding the favorable 
impact from foreign currency translation, International oper¬ 
ating profit increased 15% in 2003. The increase was driven by 
new unit deve'opment and the impact of supply chain savings 
initiatives on the cost of mod and paper, partially offset by the 
impact of same store sales declines on restaurant profit and 
higher general and administrative expenses. 

Unallocated and corporate expenses comprise general 
and administrative expenses and unallocated facility actions 
comprise refranchising gains (losses), neither of which are 
allocated to the U.S, or International segment? mr perfor¬ 
mance reporting purposes. 


INTEREST EXPENSE. WEI 



2004 

2003 

2002 

Interest expense 

$145 

$ 185 

$180 

interest income 

(16) 

(12) 

(8) 

interest expense, net 

$129 

$173 

$172 


Interest expense decreased $40 million or 22% in 2004. The 
decrease was primarily driven by a decrease in our average 
interest rates primarily attributable to pay-variable interest 
rate swaps entered into during 2004. Also contributing to the 
decrease was a reduction in our average debt outstanding 
primarily as a result of the amended YGR sale-leaseback 
agreement and lower International short-term borrowings. 

Interest expense increased $5 million or 3% in 2003. 
Excluding the impact of the YGR acquisition, interest expense 
decreased 6%. The decrease was primarily due to a decrease 
in our average debt outstanding. 


INCOME TAXES 



2004 

2003 

2002 

Reported 




Income taxes 

$286 

$268 

$275 

Effective tax rate 

27.9% 

30.2% 

32,1% 

The reconciliation of income 

taxes calculated at the U.S. 

federal tax statutory rate to cur effective tax rate is set forth 

below: 

2004 

2003 

2002 

U.S. federal statutory tax rate 

State income tax, net of 

35.0% 

35.0% 

35.0% 

federal tax benefit 

Foreign and U.S. tax effects 

1.3 

1.8 

2.0 

attributable to foreign operations 

(5.8) 

(3.6) 

(2.8) 

Adjustments to reserves 
and prior yea r s 

Foreign tax credii amended 

(6.7) 

(1-7) 

(1-8) 

return benefit 

Valuation allowance additions 

— 

(4.1) 

— 

(reversals) 

4.2 

2.8 

— 

Other, net 

(0.1) 

— 

(0.3) 

Effective tax rate 

27,9% 

30.2% 

32.1% 



Income taxes and the effective tax rate as shown above 
reflect tax on all amounts included in our results of operations 
except for the income tax benefit of approximately $1 million 
on the $2 million cumulative effect adjustment recorded in 
the year ended December 27, 2003 due to the adoption of 
SFAS 143. 

The 2004 effective tax rate decreased 2.3 percentage 
points to 27.9%. The decrease in the effective tax rate 
was driven by a number of factors, including the reversal 
of reserves in the current year associated with audits that 
were settled as well as the effects of certain international 
tax planning strategies implemented in 2004. The decrease 
was partially offset by the impact of lapping the benefit in 
2003 of amending certain prior U.S. income tax returns to 
claim credit for foreign taxes paid in prior years as well as 









the recognition in 2004 of valuation allowances for certain 
deferred tax assets whose realization is no longer considered 
more likely than not. 

The 2003 effective tax rate decreased 1.9 percentage 
points to 30.2%. The decrease in the effective tax rate was 
primarily due to a 4.1 percentage point benefit of amending 
certain prior U.S. income tax returns to claim credit for foreign 
taxes paid in prior years. The returns were amended upon 
our determination that it was more beneficial to claim credit 
for such taxes than to deduct such taxes, as had been done 
when the returns were originally filed. In future years, we antic¬ 
ipate continuing to claim credit for foreign taxes paid in the 
then current year, as we have done in 2004, 2003 and 2002. 
However, the amended return benefit recognized in 2003 was 
non-recurring. The decrease in the 2003 effective tax rate 
was partially offset by the recognition of valuation allowances 
for certain deferred tax assets whose realization is no longer 
considered more likely than not. See Note 22 for a discussion 
of valuation allowances. 

Adjustments to reserves and prior years include the 
effects of the reconciliation of income tax amounts recorded 
in our Consolidated Statements of Income to amounts 
reflected on our tax returns, including any adjustments to the 
Consolidated Balance Sheets. Adjustments to reserves and 
prior years also includes changes in tax reserves established 
for potential exposure we may incur if a taxing authority takes 
a position on a matter contrary to our position. We evaluate 
these reserves, including interest thereon, on a quarterly 
basis to insure that they have been appropriately adjusted 
for events, including audit settlements, that we believe may 
impact our exposure. 

CONSOLIDATED CASH FLOWS 

Net cash provided by operating activities was $1,131 million 
compared to $1,053 million in 2003. The increase was 
primarily driven by an increase in net income and a decrease 
in the amount of voluntary contributions to our funded pension 
plan compared to 2003, partially offset by higher income tax 
payments in 2004. 

In 2003, net cash provided by operating activities was 
$1,053 million compared to $1,088 million in 2002. The 
decrease was primarily driven by $130 million in voluntary 
contributions to our funded pension plan in 2003, partially 
offset by higher net income. 

Net cash used in investing activities was $486 million 
versus $519 million in 2003. The decrease was primarily 
driven by higher proceeds from refranchising of restaurants 
and lower capital spending compared to 2003, partially offset 
by the impact of the timing of purchases and sales of short¬ 
term investments. 

In 2003, net cash used in investing activities was 
$519 million versus $885 million in 2002. The decrease in 
cash used was primarily driven by the $275 million acquisi¬ 
tion of YGR in 2002 and lower capital spending in 2003. 


Net cash used in financing activities was $779 million 
versus $475 million in 2003. The increase in 2004 was 
primarily driven by higher share repurchases, higher net debt 
repayments and the payment of two quarterly dividends, partially 
offset by higher proceeds from stock option exercises. 

In 2003, net cash used in financing activities was 
$475 million versus $187 million in 2002. The increase 
was primarily driven by higher net debt repayments and higher 
shares repurchased in 2003. 

CONSOLIDATED FINANCIAL CONDITION 

Assets increased $76 million or 1 % to $5.7 billion primarily 
due to an increase in property, plant and equipment driven by 
capital expenditures in excess of depreciation. The increase 
was also partially driven by the existence of a federal income 
tax receivable at December 25, 2004 recorded in prepaid 
expenses and other current assets and the timing of the collec¬ 
tion of certain accounts receivable. The increase was partially 
offset by the impact of higher spending for financing activities 
compared to 2003, as described above, and a decrease in 
other assets as a result of the utilization of deferred income 
tax assets in 2004. 

Liabilities decreased $399 million or 9% to $4.1 billion 
primarily due to lower long-term debt as a result of the 
early redemption of our 2005 Senior Unsecured Notes of 
$350 million in 2004 and lower income taxes payable due 
to the excess of current year tax payments made over the 
current year provision. 

LIQUIDITY AND CAPITAL RESOURCES 

Operating in the QSR industry allows us to generate substan¬ 
tial cash flows from the operations of our company stores 
and from our franchise operations, which require a limited 
YUM investment. In each of the last three fiscal years, net 
cash provided by operating activities has exceeded $1 billion. 
These cash flows have aliowed us to fund our discretionary 
spending, while at the same time reducing our long-term 
debt balances. We expect these levels of net cash provided 
by operating activities to continue in the foreseeable future. 
Our discretionary spending includes capital spending for new 
restaurants, acquisitions of restaurants from franchisees, 
repurchases of shares of our common stock and dividends 
paid to our shareholders. Though a decline in revenues could 
adversely impact our cash flows from operations, we believe 
our operating cash flows, our ability to reduce discretionary 
spending, and our borrowing capacity will allow us to meet our 
cash requirements in 2005 and beyond. 

We initiated the payment of quarterly dividends in 
2004 with two quarterly dividends paid totaling $58 million. 
Additionally, on November 12, 2004 our Board of Directors 
approved a cash dividend of $0.10 per share of common 
stock to be distributed on February 4, 2005 to shareholders 
of record at the close of business on January 14, 2005. On 
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an annual basis, the Company is targeting a payout ratio of 
15% to 20% of net income. 

On September 7, 2004, the Company executed an 
amended and restated five-year senior unsecured Revolving 
Credit Facility (the “Credit Facility") totaling li.O billion which 
replaced a $1.0 billion senior unsecured Revolving Credit 
Facility (the “Old Facility") with a maturity date of June 25, 
2005. Under the terms of the Credit Facility, the Company may 
borrow up to the maximum borrowing limit less outstanding 
letters of credit. At December 25, 2004, our unused Credit 
Facility totaled $776 million, net of outstanding letters of 
credit of $205 million. There were borrowings of $19 million 
outstanding under the Credit Facility at December 25, 2004. 
The interest rate for borrowings under the Credit Facility ranges 
from 0.35% to 1.625% over the London Interbank Olfered Rate 
(“LIBOR") or 0.00% to 0.20% over an Alternate Base Rate, 
which is the greater of the Prime Rate or the Federal Funds 
Effective Rate plus 0.50%. The exact spread over LIBOR or 
the Alternate Base Rate, as applicable, will depend upon our 
performance under specified financial criteria. Interest on any 
outstanding borrowings under the Credit Facility is payable at 
least quarterly. 

The Credit Facility is unconditionally guaranteed by our 
principal domestic subsidiaries and contains financial cove¬ 
nants relating to maintenance of leverage and fixed charge 
coverage ratios. The Credit Facility also contains affirmative 
and negative covenants including, among other things, limi¬ 
tations on certain additional indebtedness, guarantees of 
indebtedness, level of cash dividends, aggregate non-U.S. 
investment and certain other transactions as defined in the 
agreement. These covenants are substantially similar to 
those contained in the Old Facility. We were in compliance 
with all covenants at December 25, 2004, and do not antici¬ 
pate that the covenants will impact our ability to borrow under 
our Credit Facility for its remaining term. 

The remainder of our long-term debt primarily comprises 
Senior Unsecured Notes. Amounts outstanding under Senior 
Unsecured Notes were $1.5 billion at December 25, 2004. 
On November 15, 2004, we voluntarily redeemed all of 
our 7.45% Senior Unsecured Notes due in May 2005 (the 
“2005 Notes") in accordance with their original terms. The 
2005 Notes, which had a face value of $350 million, were 
redeemed for an amount of approximately $358 million using 
primarily cash on hand as well as some borrowings under 
our Credit Facility. The redemption amount approximated the 
carrying value of the 2005 Notes resulting in no significant 
impact on net Income. 

We estimate that in 2005 capital spending, including 
acquisitions of our restaurants from franchisees, will be 
approximately $780 million. We also estimate that in 2005 
refranchising proceeds, prior to taxes, will be approximately 
$100 million, employee stock options proceeds, prior to taxes, 
will be approximately $150 million and sales of property, plant 
and equipment will be approximately $80 million. A share 
repurchase program authorized by our Board of Directors in 
May 2004 is expected to be completed during the first half 


of 2005. At December 25, 2004, we had remaining capacity 
to repurchase, through November 2005, up to approximately 
$25 million of our outstanding Common Stock (excluding appli¬ 
cable transaction fees) under this program. In January 2005, 
the Board of Directors authorized a new share repurchase 
program for up to $500 million of the Company's outstanding 
common stock to be purchased through January 2006. 

In addition to any discretionary spending we may choose 
to make, significant contractual obligations and payments as 
of December 25, 2004 included: 



Total' 

Less 

than 

1 Year 

1-3 

Years 

3-5 

Years 

More 

fian 
5 Years 

Long-term debt 

$ 1,598 

$ 1 

$204 

$ 275 

$ 1,118 

Capital 'eases’" 

184 

18 

32 

28 

106 

Operating leases f,) 

2,511 

342 

564 

442 

1,163 

Purchase obligations^ 

233 

138 

39 

30 

26 

Other long-term 
liabilities reflected 
ori our Consolidated 
Balance Sheet 
under GAAP 

30 


18 

4 

8 

Total contractual 
obligations 

$ 4,556 

$499 

$ 857 

$ 779 

$ 2.421 


(a) Excludes a rvalue adjustment of $21 million included in debt related to interest 
rate swaps that hedge tne fair value of a portion of our debt. See Note 14. 

(b) These obligations, which are shown on a nominal basis, relate to approximately 
5,500 restaurants See Note 15, 

(cj Purchase obligations include agreements to purchase goods or services that 
are enforceable and legally binding on us and 'hat specify all significant terms, 
including: fixed or minimum quantities to be purchased; fixed, minimum or variable 
price provisions; and the approximate timing of the transaction. We have excluded 
agreements that are cancelable without penalty. Purchase obligations relate 
primarily to information technology and commodity agreements, purchases of 
propedy. plant and equipment as well as marketing, maintenance, consulting and 
other agreements. 

We have not included obligations under our pension and 
postretirement medical benefit plans in the contractual obli¬ 
gations table. Our funding policy regarding our funded pension 
plan is to contribute amounts necessary to satisfy minimum 
pension funding requirements plus such additional amounts 
from time to time as are determined to be appropriate to 
improve the plan’s funded status. The pension plan's funded 
status is affected by many factors including discount rates 
and the performance of plan assets. We are not required 
to make minimum pension funding payments in 2005, but 
we may make discretionary contributions during the year 
based on our estimate of the plan's expected September 30, 
2005 funded status. During 2004, we made a $50 million 
discretionary contribution to our funded plan, none of which 
represented minimum funding requirements. Our postretire¬ 
ment plan is not required to be funded in advance, but is 
pay as you go. We made postretirement benefit payments of 
$4 million in 2004. 

Also excluded from the contractual obligations table are 
payments we may make for workers' compensation, employ¬ 
ment practices liability, general liability, automobile liability 
and property losses (collectively “property and casualty 
losses”) as well as employee healthcare claims for which we 



are self-insured. The majority of our recorded liability for self- 
insured employee health and property and casualty losses 
represents estimated reserves for incurred claims that have 
yet to be filed or settled. 

OFF-BALANCE SHEET ARRANGEMENTS 

We had provided approximately $16 million of partial guar¬ 
antees of two franchisee loan pools related primarily to 
the Company’s historical refranchising programs and, to a 
lesser extent, franchisee development of new restaurants, 
at December 25, 2004. In support of these guarantees, we 
posted $4 million of letters of credit at December 25, 2004. 
We also provided a standby letter of credit of $18 million at 
December 25, 2004, under which we could potentially be 
required to fund a portion of one of the franchisee loan pools. 
The total loans outstanding under these loan pools were 
approximately $90 million at December 25, 2004. 

Any funding under the guarantees or letters of credit 
would be secured by the franchisee loans and any related 
collateral. We believe that we have appropriately provided for 
our estimated probable exposures under these contingent 
liabilities. These provisions were primarily charged to net 
refranchising loss (gain). New loans are not currently being 
added to either loan pool. 

We have guaranteed certain lines of credit and loans of 
unconsolidated affiliates totaling $34 million at December 25, 
2004, Our unconsolidated affiliates had total revenues of 
over $1.7 billion for the year ended December 25, 2004 
and assets and debt of approximately $884 million and 
£49 million, respectively, at December 25, 2004. 

OTHER SIGNIFICANT KNOWN EVENTS, TRENDS 
DR UNCERTAINTIES EXPECTED TO IMPACT 2005 
OPERATING PROFIT COMPARISONS WITH 2004 

New Accounting (Pronouncements Not Yet Adopted Upon 
the adoption of Statement of Financial Accounting Standards 
No. 123 (Revised 2004), "Share-Based Payment" (“SFAS 
123R") in 2005, we will be required to recognize compen¬ 
sation cost in the financial statements for all share-based 
payments to our employees, including grants of stock options, 
based on the fair value of the share-based awards on the 
date of grant. The fair value of the share-based awards will be 
determined using option pricing models and assumptions that 
appropriately reflect the specific circumstances of the awards. 
Compensation cost will be recognized over the vesting period 
based on the fair value of awards that actually vest. 

SFAS 123R is effective at the beginning of the first 
interim or annual period beginning after June 15, 2005 (the 
quarter ending December 31, 2005 for the Company) and 
early adoption is encouraged. We are in the process of evalu¬ 
ating the use of certain option-pricing models as well as the 
assumptions to be used in such models. When such evalua¬ 
tion is complete, we will determine the transition method to 


use and the timing of adoption. We currently do not anticipate 
that the impact on net income on a full year basis of the 
adoption of SFAS 123R will be significantly different from the 
historical pro forma impacts as previously disclosed. 

See Note 2. 

Sale of Puerto Rico Business As a result of the sale of our 
Puerto Rico business on October 4, 2004, Company sales, 
restaurant profit and general and administrative expenses 
will decrease by $159 million, $29 million and $8 million, 
respectively, and we estimate franchise fees will increase by 
$10 million for the year ended December 31,2005 compared 
to the year ended December 25, 2004. 

Ext jb Week hi 2005 Our fiscal calendar results in a fifty- 
third week every five or six years. Fiscal year 2005 will include 
a fifty-third week in the fourth quarter for the majority of our 
U.S. businesses as well as our international businesses that 
report on a period, as opposed to a monthly, basis. In the U.S., 
we anticipate permanently accelerating the timing of the KFC 
business closing by one week in December 2005, and thus, 
there will be no fifty-third week benefit for this business in 
2005. We estimate the fifty-third week will increase revenues 
and operating profit in 2005 by approximately $80 million and 
$15 million, respectively. While the impact of the fifty-third 
week adds a potential incremental benefit of $0.04 to diluted 
earnings per share, we believe this benefit will be offset by 
expense associated with strategic asset actions and refran¬ 
chising KFC restaurants in the U.S. 

International Reporting Changes In the first quarter of 
2005 we will begin reporting information for our international 
businesses in two separate operating segments as a result 
of changes to our management reporting structure. The 
China Division will include Mainland China ("China"), Thailand 
and KFC Taiwan, and the International Division will include 
the remainder of our international operations. This reporting 
change will not impact our consolidated results. 

In the first quarter of 2005 we will also change the 
China business reporting calendar to more closely align the 
timing of the reporting of its results of operations with our 
U.S. business. Previously our China business, like the rest 
of our international businesses, closed one month (or one 
period for certain of our international businesses) earlier than 
YUM's period end date to facilitate consolidated reporting. 
As a result, the operations of the China business for the one 
month period ending December 31, 2004 will be recognized 
as an adjustment to consolidated retained earnings in the 
first quarter of 2005, as opposed to being recorded in our 
Consolidated Statement of Income, to maintain comparability 
of our consolidated results of operations. Our consolidated 
results of operations for the first quarter of 2005 will thus 
include the results of operations of the China business for 
the months of January and February and the months included 
in each quarterly reporting period thereafter will begin one 
month later in 2005 than in previous years. 
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES 


Our reported results are Impacted by the application of 
certain accounting policies that require us to make subjective 
or complex judgments. These judgments involve estimations 
of the effect of matters that are inherently uncertain and may 
significantly impact our quarterly or annual resulls of opera¬ 
tions or finane 1 ?I condition. Changes in the estimates and 
judgments could significantly affect our results of operations, 
financi:- condition and cash flows in future years. A descrip¬ 
tion of what we consider to be our most significant critical 
accounting policies fallows. 

Impairment Of Disposal of Long-Lived Asset" We evaluate 
Our long-lived assets for impairment at the individual restau 
rant level except when there is an expectation that we will 
refranchise restaurants as a group. Restaurants held and 
used are evaluated for impairment on a semi-annual basis or 
whenever events or circumstances indicate that the carrying 
amount of a restaurant may not be recoverable (including a 
decision to close a restaurant or an offer to refranchise a 
restaurant or group of restaurant? for less than the carrying 
value'. Our semi-annual test includes those restaurants that 
have experienced two consecutive years of operating losses. 
These impairment evaluations require an estimation of cash 
flows over the remaining useful life of the primary asset of 
the restaurant, which can be for a period of over 20 years, 
and any terminal value. We limit assumptions about impor¬ 
tant factors such as sales growth and margin improvement to 
those that are supportable based upon our plans for the unit 
and actual results at comparable restaurants. 

If the long-lived assets of a restaurant on a held and 
used basis are not recoverable based upon forecasted, 
undiscounted cash flows, we write the assets down to 
their fair value. This fair value is determined by discounting 
the forecasted cash flows, including terminal value, of the 
restaurant at an appropriate rate. The discount rate used 
is our cost of capital, adjusted upward when a higher risk is 
believed to exist. 

When it is probable that we will sell a restaurant within 
one year, we write down the restaurant to its fair value. 
We often refranchise restaurants in groups and, therefore, 
perform such impairment evaluations at the group level. Fair 
value is based on the expected sales proceeds less appli¬ 
cable transaction costs. Estimated sales proceeds are based 
on the most relevant of historical sales multiples or bids from 
buyers, and have historically been reasonably accurate esti¬ 
mations of the proceeds ultimately received. 

See Note 2 fora further discussion of our policy regarding 
the impairment or disposal of long-lived assets. 

Impairment of Investments In Unconsolidated Affiliates We 

record impairment charges related to an investment in an 
unconsolidated affiliate whenever events or circumstances 
indicate that a decrease in the value of an investment has 
occurred which is other than temporary. In addition, we 


evaluate our investments in unconsolidated affiliates for 
impairment when they have experienced two consecutive 
years of operating losses. Our impairment measurement test 
for an investment in an unconsolidated affiliate .s similar to 
that for our restaurants except that we use discounted cash 
flows after interest and taxes instead of discounted cash 
flows before interest and taxes as used for our restaurants. 
The fair values of our investments in unconsolidated affiliates 
are generally significantly in excess of their carrying value. 

See Note 2 for a further discussion of our policy regarding 
the impairment of investments in unconsolidated affiliates. 


Impairment of Goodwill and Indeftntte-Lived Intangible 

Assets We evaluate goodwill and indefinite lived intangible 
assets for impairment on an annual basis or more often 
if an event occurs or circumstances change that indicates 
impairment might exist. Goodwill is evaluated for impairment 
through the comparison of fair value of our reporting units to 
their carrying values. Our reporting units are our operating 
segments in the U.S. and our business management units 
internationally (typically individual countries). Fair value is the 
price a willing buyer would pay for the reporting unit, and is 
generally estimated by discounting expected future cash flows 
from the reporting unit over twenty years plus an expected 
terminal value. We limit assumptions about important factors 
such as sales growth and margin improvement to those that 
are supportable based upon our plans for the reporting unit. 
For 2004, there was no impairment of goodwill identified 
during our annual impairment testing. 

Our impairment test for indefinite-lived intangible assets 
consists of a comparison of the fair value of the asset with 
its carrying amount. Our indefinite-lived intangible assets 
consist of values assigned to certain trademarks/brands of 
which we have acquired ownership. We believe the value of 
these trademarks/brands is derived from the royalty we avoid, 
in the case of Company stores, or receive, in the case of fran¬ 
chise stores, due to our ownership of the trademarks/brands. 
Thus, anticipated sales are the most important assumption 
in valuing trademarks/brands. We limit assumptions about 
sales growth, as well as other factors impacting the fair value 
calculation to those that are supportable based on our plans 
for the applicable Concept. 

The most significant indefinite-lived trademark/brand 
asset we have recorded is the LJS trademark/brand in the 
amount of $140 million. The fair value of this trademark/ 
brand is currently in excess of its carrying value as are the 
fair values of all other recorded trademarks/brands with an 
indefinite life. While we believe the sales assumptions used 
in our determinations of fair value for our trademarks/brands 
are consistent with our operating plans and forecasts, fluctua¬ 
tions in the assumptions would have impacted our impairment 
calculation. If the long-term rate of sales growth used in each 
of our fair value determinations for our trademarks/brands 
had been one percentage point lower, such fair values would 
have continued to exceed carrying value in all instances. 
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See Note 2 for a further discussion of our policies 
regarding goodwill and indefinite-lived intangible assets. 

Allowances for Fianchlse- and License Receivables and 

Contingent Liabilities We reserve a franchisee’s or licens¬ 
ee's entire receivable balance based upon pre-defined 
aging criteria and upon the occurrence of other events that 
indicate that we may not collect the balance due. As a result 
of reserving using this methodology, we have an immaterial 
amount of receivables that are past due that have not been 
reserved for at December 25, 2004. 

See Note 2 for a further discussion of our policies 
regarding franchise and license operations. 

Primarily as a result of our refranchising efforts, we 
remain liable for certain lease assignments and guaran¬ 
tees. We record a liability for our exposure under these 
lease assignments and guarantees when such exposure is 
probable and estimable. At December 25, 2004, we have 
recorded an immaterial liability for our exposure which we 
consider to be probable and estimable. The potential total 
exposure under such leases is significant, with $306 million 
representing the present value, discounted at our pre-tax cost 
of debt, of the minimum payments of the assigned leases 
at December 25, 2004. Current franchisees are the primary 
lessees under the vast majority of these leases. We gener¬ 
ally have cross-default provisions with these franchisees that 
would put them in default of their franchise agreement in 
the event of non-payment under the lease. We believe these 
cross-default provisions significantly reduce the risk that 
we will be required to make payments under these leases 
and, historically, we have not been required to make such 
payments in significant amounts. 

See Note 24 for a further discussion of our lease 
guarantees. 

Self-Insured Property and Casualty Losses We record 
our best estimate of the remaining cost to settle incurred 
self-insured property and casualty claims. The estimate is 
based on the results of an independent actuarial study and 
considers historical claim frequency and severity as well as 
changes in factors such as our business environment, benefit 
levels, medical costs and the regulatory environment that 
could impact overall self-insurance costs. Additionally, a risk 
margin to cover unforeseen events that may occur over the 
several years it takes for claims to settle is included in our 
reserve, increasing our confidence level that the recorded 
reserve is adequate. 

See Note 24 for a further discussion of our insurance 
programs. 

Pension Pinos Certain of our employees are covered under 
noncontributory defined benefit pension plans. The most 
significant of these plans was amended in 2001 such that 
employees hired after September 30, 2001 are not eligible 
to participate. As of our September 30, 2004 measurement 
date, these plans had a projected benefit obligation (“PBO") 
of $700 million, an accumulated benefit obligation ("ABO") of 


$629 million and a fair value of plan assets of $518 million. 
As a result of the $111 mi.lion underfunded status of the 
plans relative to the ABO at September 30, 2004, we have 
recorded a cumulative $95 million charge to accumulated 
other comprehensive loss (net of tax of $58 million) as of 
December 25, 2004, 

The PBO and ABO reflect the actuarial present value of aJJ 
benefits earned to date by employees. The PBO incorporates 
assumptions as to future compensation levels while the ABO 
reflects only current compensation levels. Due to the rela¬ 
tively long time frame over which benefits earned to date are 
expected to be paid, our PBO and ABO are highly sensitive to 
changes in discount rates. We measured our PBO and ABO 
using a discount rate of 6.15% at September 30, 2004. This 
discount rate was determined using a hypothetical portfolio 
of high-quality debt instruments with maturities that mirror 
our expected benefit obligations under the plans. A 50 basis 
point increase in this discount rate would have decreased our 
PBO by approximately $63 million at September 30, 2004. 
Conversely, a 50 basis point decrease in this discount rate 
would have increased our PBO by approximately $65 million 
at September 30, 2004. 

The pension expense we will record in 2005 is also 
impacted by the discount rate we selected at September 
30, 2004. In total, we expect pension expense to increase 
approximately $3 million to $56 million in 2005. The increase 
is primarily driven by an increase in interest cost because of 
the higher PBO. Service cost will also increase as a result of 
the lower discount rate, though, as previously mentioned, the 
plans are closed to new participants. A 50 basis point change 
in our discount rate assumption of 6.15% at September 30, 
2004 would impact our 2005 pension expense by approxi¬ 
mately $12 million. 

The assumption we make regarding our expected long¬ 
term rate of return on plan assets also impacts our pension 
expense. Our expected long-term rate of return on plan assets 
at both September 30, 2004 and September 30, 2003 was 
8.5%. We beiieve that this assumption is appropriate given the 
composition of our plan assets and historical market returns 
thereon. Given no change to the market-related value of our 
plan assets as of September 30, 2004, a one percentage 
point increase or decrease in our expected rate of return on 
plan assets assumption would decrease or increase, respec¬ 
tively, our 2005 pension plan expense by approximately 
$5 million. 

The losses our plan assets have experienced, along with 
the decrease in discount rates, have largely contributed to an 
unrecognized actuarial loss of $225 million in our plans as 
of September 30, 2004. For purposes of determining 2004 
expense, our funded status was such that we recognized 
$19 million of unrecognized actuarial loss in 2004. We will 
recognize approximately $22 million of unrecognized actu¬ 
arial loss in 2005. Given no change to the assumptions at 
our September 30, 2004 measurement date, actuarial loss 
recognition will remain at an amount near that to be recog¬ 
nized in 2005 over the next few years before it begins to 
gradually decline. 


Yum! Brands. Inc. 


Income Tax Vftftintlorv Allowances and Tax Reserves At 

December 25, 2004, we have a valuation allowance of 
$351 million primarily to reduce our net operating loss 
and tax credit carryforwards of $231 million and our other 
deferred tax assets to amounts that will more likely than 
not be realized. The net operating loss and tax credit carry¬ 
forwards exist in many state and foreign jurisdictions and 
have varying carryforward periods and restrictions on usage. 
The estimation of future taxable income in these state and 
foreign jurisdictions and our resulting ability to utilize net 
operating loss and tax credit carryforwards can significantly 
change based on future events, including our determinations 
as to the feasibility of certain tax planning strategies. Thus, 
recorded valuation allowances may be subject to material 
future changes. 

As a matter of course, we are regularly audited by 
federal, state and foreign tax authorities. We provide reserves 
for potential exposures when we consider it probable that 
a taxing authority may take a sustainable position on a 
matter contrary to our position. We evaluate these reserves, 
including interest thereon, on a quarterly basis to insure that 
they have been appropriately adjusted for events, including 
audit settlements, that may impact our ultimate payment for 
such exposures. 

See Note 22 for a further discussion of our income taxes. 

QUANTITATIVE AND QUALITATIVE 
DISCLOSURES ABOUT EVTARKET RISK 

The Company is exposed to financial market risks associ¬ 
ated with interest rates, foreign currency exchange rates and 
commodity prices. In the normal course of business and in 
accordance with our policies, we manage these risks through 
a variety of strategies, which may include the use of derivative 
financial and commodity instruments to hedge our underlying 
exposures. Our policies prohibit the use of derivative instru¬ 
ments for trading purposes, and we have procedures in place 
to monitor and control their use. 

We have a market risk exposure to 
changes in interest rates, principally in the United States. 
We attempt to minimize this risk and lower our overall 
borrowing costs through the utilization of derivative financial 
instruments, primarily interest rate swaps. These swaps are 
entered into with financial institutions and have reset dates 
and critical terms that match those of the underlying debt. 
Accordingly, any change in market value associated with 
interest rate swaps is offset by the opposite market impact 
on the related debt. 

At December 25, 2004 and December 27, 2003, a 
hypothetical 100 basis point increase in short-term interest 
rates would result, over the following twelve-month period, 
in a reduction of approximately $6 million and $3 million, 
respectively, in income before income taxes. The estimated 
reductions are based upon the level of variable rate debt 
and assume no changes in the volume or composition of 


debt. In addition, the fair value of our derivative financial 
instruments at December 25, 2004 and December 27,2003 
would decrease approximately $51 million and $5 million, 
respectively. The fair value of our Senior Unsecured Notes 
at December 25, 2004 and December 27, 2003 would 
decrease approximately $76 million and $87 million, respec¬ 
tively. Fair value was determined by discounting the projected 
cash flows. 


Foreign Currency Exchange Rate Risk International oper¬ 
ating profit constitutes approximately 41% of our operating 
profit in 2004, excluding unallocated income (expenses). 
In addition, the Company's net asset exposure (defined 
as foreign currency assets less foreign currency liabilities) 
totaled approximately $1,5 billion as of December 25, 2004. 
Operating in international markets exposes the Company 
to movements in foreign currency exchange rates. The 
Company's primary exposures result from our operations in 
Asia-Pacific, the Americas and Europe. Changes in foreign 
currency exchange rates would impact the translation of our 
investments in foreign operations, the fair value of our foreign 
currency denominated financial instruments and our reported 
foreign currency denominated earnings and cash flows. For 
the fiscal year ended December 25, 2004, operating profit 
would have decreased $59 million if all foreign currencies had 
uniformly weakened 10% relative to the U.S. dollar. The esti¬ 
mated reduction assumes no changes in sales volumes or 
local currency sales or input prices. 

We attempt to minimize the exposure related to our 
investments in foreign operations by financing those invest¬ 
ments with local currency debt when practical and holding 
cash in local currencies when possible. In addition, we 
attempt to minimize the exposure related to foreign currency 
denominated financial instruments by purchasing goods and 
services from third parties in local currencies when prac¬ 
tical. Consequently, foreign currency denominated financial 
instruments consist primarily of intercompany short-term 
receivables and payables. At times, we utilize forward 
contracts to reduce our exposure related to these inter¬ 
company short-term receivables and payables. The notional 
amount and maturity dates of these contracts match those 
of the underlying receivables or payables such that our 
foreign currency exchange risk related to these instruments 
is eliminated. 



We are subject to volatility in food 
costs as a result of market risk associated with commodity 
prices. Our ability to recover increased costs through higher 
pricing is, at times, limited by the competitive environment 
in which we operate. We manage our exposure to this risk 
primarily through pricing agreements as well as, on a limited 
basis, commodity future and option contracts. Commodity 
future and option contracts entered into for the fiscal years 
ended December 25, 2004, and December 27, 2003, did not 
significantly impact our financial position, results of opera¬ 
tions or cash flows. 



CAUTIONARY STATEMENTS 

From time to time, in both written reports and oral statements, 
we present ' forward-looking statements" within the meaning 
ol Section 27A of the Securities Act of 1933, as amended, 
and Section 21E of the Securities Exchange Act of 1934, 
as amended. The statements include those identified by 
such words as "may; 1 “will," * expect," "project," “anticipate," 
"believe" "plan" and other similar terminology. These “forward- 
looking statements" reflect our current expectations regarding 
future events and operating and financial performance and 
are based upon data available at the time of the statements. 
Actual results involve risks and uncertainties, including both 
those specific to the Company and those specific to the 
industry, and could differ materially from expectations. 

Company risks and uncertainties include, but are not 
limited to, potentially substantia! tax contingencies related 
to the Spin-off, which, if they occur, require us to indem¬ 
nify PepsiCo, Inc.; changes in effective tax rates; our debt 
leverage and the attendant potential restriction on our ability 
to borrow in the future; potential unfavorable variances 
between estimated and actual liabilities; our ability to secure 
distribution of products and equipment to our restaurants on 
favorable economic terms and our ability to ensure adequate 
supply of restaurant products and equipment in our stores; 
effects and outcomes of legal claims involving the Company; 


the effectiveness of operating initiatives and advertising 
and promotional efforts; the ongoing financial viability of our 
franchisees and licensees; the success of our refranchising 
strategy; volatility of actuariaily determined losses and loss 
estimates; and adoption of new or changes in accounting 
policies and practices including pronouncements promulgated 
by standard setting bodies. 

Industry risks and uncertainties include, but are not 
limited to, economic and political conditions in the countries 
and territories where we operate, including effects of war and 
terrorist activities; changes in legislation and governmental 
regulation; new product and concept development by us and/ 
or our food industry competitors; changes in commodity, labor, 
and other operating costs; changes in competition in the food 
industry; publicity which may impact our business and/or 
industry; severe weather conditions; volatility of commodity 
costs; increases in minimum wage and other operating costs; 
availability and cost of land and construction; consumer prefer¬ 
ences or perceptions concerning the products of the Company 
and/or our competitors, spending patterns and demographic 
trends; political or economic instability in local markets and 
changes in currency exchange and interest rates; and the 
impact that any widespread illness or general health concern 
may have on our business and/or the economy of the coun¬ 
tries in which we operate. 




Consolidated Statements of Income 

Fiscal years ended December 25. 2004, December 2 7, 2003 and December 28, 2002 


(in millions, except per share data) 

2004 

2003 

2002 

REVENUES 




Company sales 

$ 7,992 

$ 7,441 

$ 6,891 

Franchise and license fees 

1,019 

939 

866 


9,011 

8,380 

7,757 

COSTS AND EXPENSES, NET 




Company restaurants 




Food and paper 

2,538 

2,300 

2,109 

Payroll and employee benefits 

2,112 

2,024 

1,875 

Occupancy and other operating expenses 

2,183 

2,013 

1.806 


6,833 

6,337 

5,790 

General and administrative expenses 

1,056 

945 

913 

Franchise and license expenses 

26 

28 

49 

Facility actions 

26 

36 

32 

Other (income) expense 

(55) 

(41) 

(30) 

Wrench litigation (income) expense 

(14) 

42 

— 

AmeriSerwe and other charges (credits) 

(16) 

(26) 

(27) 

Total costs and ex censes, net 

7,856 

7,321 

6.727 

OPERATING PROFIT 

l r 155 

1,059 

1,030 

Interest expense, net 

129 

173 

172 

INCOME BEFORE INCOME TAXES AND 




CUMULATIVE EFFECT OF ACCOUNTING CHANGE 

1,026 

886 

858 

Income tax provision 

286 

268 

275 

INCOME BEFORE CUMULATIVE EFFECT OF ACCOUNTING CHANGE 

740 

618 

583 

Cumulative effect of accounting change, net of tax 

— 

(1) 

— 

NET INCOME 

$ 740 

1 617 

$ 583 

BASIC EARNINGS PER COMMON SHARE 

$ 2.54 

$ 2.10 

$ 1.97 

DILUTED EARNINGS PER COMMON SHARE 

$ 2.42 

$ 2.02 

$ 1.88 

DIVIDENDS DECLARED PER COMMON SHARE 

$ 0.30 

<£ _ 

$ 


See accompanying Notes to Consolidated Financial Statements. 







Consolidated Statements of Cash Flows 

Fiscal years ended December 25, 2004 r December 27, 2003 and December 28, 2002 


(in mil ions) 

2004 

2003 

2002 

CASH FLOWS —OPERATING ACTIVITIES 

Net income 

$ 740 

$ 617 

$ 583 

Adjustments to reconcile net income to net cash provided by operating activities: 
Cumulative effect of accounting change, net of tax 


1 

_ 

Depreciation and amortization 

448 

401 

370 

Facility actions 

26 

36 

32 

Wrench iitigation (income) expense 

(14) 

42 

— 

AmeriServe and other charges (credits) 

— 

(3) 

— 

Contributions to defined benefit pension plans 

(55) 

(132) 

(26) 

Other liabilities and deferred credits 

21 

17 

(12) 

Deferred income taxes 

142 

(23) 

21 

Other non-cash charges and credits, net 

25 

32 

36 

Changes in operating working capital, 

excluding effects of acquisitions and dispositions: 

Accounts and notes receivable 

(39) 

2 

32 

Inventories 

(7) 

(1) 

11 

Prepaid expenses and other current assets 

(5) 


19 

Accounts payable and other current liabilities 

(20) 

(32) 

(37) 

Income taxes payable 

(131) 

96 

59 

Net change in operating working capital 

(202) 

65 

84 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

1,131 

1,053 

1,088 

CASH FLOWS —INVESTING ACTIVITIES 

Capital spending 

(645) 

(663) 

(760) 

Proceeds from refranchising of restaurants 

140 

92 

81 

Acquisition of Yorkshire Global Restaurants, Inc. 

— 

— 

(275) 

Acquisition of restaurants from franchisees 

(38) 

(41) 

(13) 

Snort-term investments 

(36) 

13 

9 

Sales of property, plant and equipment 

52 

46 

58 

Other, net 

41 

34 

15 

NET CASH USED IN INVESTING ACTIVITIES 

(486) 

(519) 

(885) 

CASH FLOWS —FINANCING ACTIVITIES 

Proceeds from Senior Unsecured Notes 

— 

— 

398 

Revolving Credit Facility activity, by original maturity 

Three months or less, net 

19 

(153) 

59 

Repayments of long-term debt 

(371) 

(17) 

(511) 

Short-term borrowings-three months or less, net 

— 

(137) 

(15} 

Repurchase shares of common stock 

(569) 

(278) 

(228) 

Employee stock option proceeds 

200 

110 

125 

Dividends paid on common shares 

(58) 

— 

— 

Other, net 

— 

— 

(15) 

NET CASH USED IN FINANCING ACTIVITIES 

(779) 

(475) 

(187) 

EFFECT OF EXCHANGE RATE ON CASH AND CASH EQUIVALENTS 

4 

3 

4 

NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS 

(130) 

62 

20 

CASH AND CASH EQUIVALENTS —BEGINNING OF YEAR 

192 

130 

110 

CASH AND CASH EQUIVALENTS—END OF YEAR 

$ 62 

$ 192 

$ 130 


See accompanying Notes to Consolidated Financial Statements. 





Consolidated Balance Sheets 


Yur Ri.^nds. tnr: 

December 25, 2004 and December 27, 2003 



(in millions) 

2004 

2003 

ASSETS 



Current Assets 



Cash and cash equivalents 

$ 62 

S 192 

Short-term investments, at cost 

54 

15 

Accounts and notes receivable, less allowance: $22 in 2004 and $25 n 2003 

192 

150 

Inventories 

76 

67 

Assets classified as held for sale 

7 

96 

Prepaid expenses and other current assets 

135 

65 

Deferred income taxes 

156 

165 

Advertising cooperative assets, restricted 

65 

56 

Total Current Assets 

747 

806 

Property, plant and equipment, net 

3,439 

3,280 

Goodwill 

553 

521 

Intangible assets, net 

347 

357 

Investments in unconsolidated affiliates 

194 

184 

Other assets 

416 

472 

Total Assets 

S 5 t 696 

5E 5,620 

LIABILITIES AND SHAREHOLDERS’ EQUITY 



Current Liabilities 



Accounts payable and other current liabilities 

$ 1,160 

$ 1,157 

Dividends payable 

29 


Income taxes payable 

111 

238 

Short-term borrowings 

11 

10 

Advertising cooperative liabilities 

65 

56 

Total Current Liabilities 

1,376 

1,461 

Long-term debt 

1,731 

2,056 

Other liabilities and deferred credits 

994 

983 

Total Liabilities 

4,101 

4,500 

Shareholders’ Equity 



Preferred stock, no par value, 250 shares authorized no shares issued 

— 


Common stock, no par value, 750 shares authorized; 



290 shares anu 292 shares issued m 2004 and 2003, respectively 

659 

916 

Retained earnings 

1,067 

414 

Accumulated other comprehensive income (Joss) 

(131) 

(210) 

Total Share holders' Equity 

1,595 

1.120 

Total UabfiitiQ& and Shareholders' Equity 

$ 5,696 

$ 5 t 620 


See ar;carrtp«ny Nnt.es to Consolidated Financial Startmeno, 






Consolidated Statements of Shareholders’ Equity and 
Comprehensive Income 

Fiscal years ended December 25, 2004, December 27, 2003 and December 28, 2002 





Retained 

Acer uated 





Earnings 

Other 



Issued Common Stock 

(Accumulated 

Comprehensive 


(in millions) 

Shares 

Amount 

Deficit) 

Income (Loss) 

Total 

Balance at December 29, 2001 

293 

$ 1,097 

to 

00 

r-- 

$ (207) 

$ 104 

Net income 



583 


583 

Foreign currency translation adjustment 






arising during the period 




6 

6 

Net unrealized loss on derivative instruments 






(net of tax impact of $1 million) 




(1) 

(1) 

Minimum pension liability adjustment 






(net of tax impact of $29 million) 




(47) 

(47) 

Comprehensive Income 





541 

Repurchase of shares of common stock 

(8) 

(228) 



(228) 

Employee stock option exercises 






(inc odes tax impact of $49 million) 

9 

174 



174 

Compensation-related events 


3 



3 

Bain nee at Decembe r 28, 2002 

294 

$ 1.046 

S (203) 

$ 1249) 

$ 594 

Net income 



617 


617 

Foreign currency translation adjustment 






arising during the period 




67 

67 

Foreign currency translation adjustment 






included in net income 




2 

2 

Minimum pension liability adjustment 






(net of tax impact of $i8 million) 




(30) 

(30) 

Comprehensive Income 





656 

Repurchase of shares of common stock 

(9) 

(278) 



(278) 

Employee stock option exercises 






(includes tax impact of $26 million) 

7 

136 



136 

Compensation-related events 


12 



12 

Balance at December 27, 2003 

292 

$ 916 

$ 414 

$(210) 

$1,720 

Net income 



740 


740 

Foreign currency translation adjustment 






arising during the period 




73 

73 

Minimum pension liability adjustment 






(net of tax impact of $3 million) 




6 

6 

Comprehensive Income 





819 

Dividends declared on common shares 






($0.30 per common share) 



(87) 


(87) 

Repurchase of shares of common stock 

(14) 

(569) 



(569) 

Emo.'oyee stock option exercises 






(includes tax of $102 million) 

12 

302 



302 

Compensation-related events 


10 



10 

Balance at December 25, 2004 

290 

$ 659 

$ 1,067 

6(131) 

61.595 


See accompanying Notes to Consolidated Financial Statements. 






Notes to Consolidated Financial Statements 

(Tabular amounts in millions, except share data) 


DESCRIPTION OF BUSINESS 

YUM! Brands, Inc, and Subsidiaries (collectively referred to 
as "YUM" or the "Company") comprises the worldwide opera¬ 
tions of KFC, Pizza Hut, Taco Bell and since May 7, 2002 T Long 
John Silver’s ("US”) and A&W All-American Food Restaurants 
(“A&W") (collectively the “Concepts"), which were added 
when we acquired Yorkshire Global Restaurants, Inc. (“YGR"). 
YUM is the world's largest quick service restaurant company 
based on the number of system units, with over 33,000 units 
of which approximately 39% are located outside the U.S. in 
more than ICO countries and territories. YUM was created as 
an independent, publicly-owned company on October 6, 1997 
(the “Spin-off Date") via a tax-free distribution by our former 
parent, PepsiCo, Inc. (“PepsiCo"), of our Common Stock (the 
“Distribution” or "Spin-off”) to its shareholders. References to 
YUM throughout these Consolidated Financial Statements are 
made using the first person notations of "we," "us “ or “out" 
Through our widely-recognized Concepts, we deve'op, 
operate, franchise and license a system of both traditional 
and non-traditiona 1 quick service restaurants. Each Concept 
has proprietary menu items and emphasizes the preparation 
or food with high quality ingredients as well as unique recipes 
and special seasonings to provide appealing, lasty and attrac¬ 
tive food at competitive prices. Our traditional restaurants 
feature dine-in, carryout and, in some instances, drive-thru or 
delivery service. Non-traditional units, which are principally 
licensed outlets, include express units and kiosks which have 
a more limited menu and operate in non-traditional locations 
like airports, gasoline service stations, convenience stores, 
stadiums, amusement parks and colleges, where a full-scale 
traditional outlet 'would not be practical or efficient. We are 
actively pursuing the strategy of multibranding, where two 
or more of our Concepts are operated in a single unit. In 
addition, we are pursuing the multibrand combination of Pizza 
Hut and WingStreet, a flavored chicken wings concept we 
have developed. We are also testing multibranding options 
involving one of our Concepts and either a concept in devel¬ 
opment. such as Pasta Bravo, or a concept not owned or 
affiliated with YUM. 



SUMMAKY OF SI6N1HCAHT ACCOUNTING POLICIES 

Our preparation of the accompanying Consolidated Financial 
Statements in conformity with accounting principles generally 
accepted in the United States of America requires us lo make 
estimates and assumptions that affect reported amounts of 
assets and liabilities, disclosure of contingent assets and 
liabilities at the date of the financial statements, and the 
reported amounts of revenues and expenses during the report¬ 
ing period. Actual results could differ from these estimates.. 

Principles of Consolidation and Basis of Preparation 
Intercompany accounts und transactions have bot-n elimi¬ 
nated. Certain investments in businesses that operate our 



Concepts are accounted for by the equity method. Generally, 
we possess 50% ownership of and 50% voting rights over 
these affiliates. Our lack of majority voting rights precludes 
us from controlling these affiliates, and thus we do not 
consolidate these affiliates. Our snare ot the net income or 
loss of those unconsolidated affiliates is included in other 
(income) expense. 

We participate in various advertising cooperatives with 
our franchisees and licensees. In certain of these coopera¬ 
tives we possess majority voting rights, and thus control 
the cooperatives. At December 27, 2003, we reported the 
related assets and liabilities of those advertising coopera¬ 
tives we control in accounts and notes receivable, prepaid 
expenses and other current assets and accounts payable 
and other current liabilities, as appropriate. We have now 
summed an assets and liabilities of these advertising coop 
eratives a rt d reported the amounts as advertising cooperative 
assets, restricted and advertising cooperative liabilities in the 
Consolidated Balance Sheet as of December 25, 2004. We 
have reclassified those amounts in the Consolidated Balance 
Sheet as of December 27, 2003 for comparative purposes. 
As the contributions to these cooperatives are designated 
and segregated for advertising, we act as an agent for the 
franchisees and licensees with regard to these contributions. 
T hus, in accordance with Statement of Financial Accounting 
Standards ("SFAS") No 45, "Accounting for Franchise Fee 
Revenue," we do not reflect, and have not reflected in the 
past, Franchisee and licensee contributions to these coopera¬ 
tives in our Consolidated Statements of income. 

In 2004, we adopted Financial Accounting Standards 
Board (“FASB") Interpretation No. 46 'revised December 2003), 
"Consolidation of Variable Interest Entities, an interpretation 
of ARB No. 51“ ("FIN 46R”). FIN 46R addresses the consoli¬ 
dation of an entity whose equity holders either (a) have not 
provided sufficient equity at risk to allow the entity to finance 
its own activities or (b) do not possess certain characteristics 
of a controlling financial interest. FIN 46R requires the consol¬ 
idation of such an entity, known as a variable interest entity 
(“VIE"), by the primary beneficiary of the entity. The primary 
beneficiary is the entity, if anv, that is obligated to absorb a 
majority of tc.e risk ot less from the VtE's activities, entitled 
to receive a majority of the VIE s residual returns, or both. 
FIN 46R excludes from its scope businesses (as defined by 
FIN 46R) unless certain conditio 1 s exist. 

The principal entities in which we possess a variable 
interest include franchise entities, including our unconsoli¬ 
dated affiliates described above. We do not possess any 
ownership interests in franchise entities except for our invest¬ 
ments in various unconsolidated affiliates accounted for 
under the equity method. Additionally, we generally do not 
provide financial support to franchise entities in a typical fran¬ 
chise relationship. 

We also possess variable interests in certain purchas¬ 
ing cooperatives we have formed along with representatives 
of the franchisee groups of each of our Concepts, These 
purchasing cooperatives were formed for the purpose of pur¬ 
chasing certain restaurant products and equipment in the 




U.S. Our equity ownership in each cooperative is generally 
proportional to our percentage ownership of the U.S, sys¬ 
tem units for the Concept. We account for our investments 
in these purchasing cooperatives using the cost method, 
under which our recorded balances were not significant at 
December 25, 2004 or December 27, 2003. 

As a result of the adoption of FIN 46R, we have not 
consolidated any franchise entities, purchasing cooperatives 
or other entities. 

Our fiscal year ends on the last Saturday in 
December and, as a result, a fifty-third week is added every 
five or six years. Fiscal year 2000 included 53 weeks. The 
Company's next fiscal year with 53 weeks will be 2005. 
The first three quarters of each fiscal year consist of 12 
weeks and the fourth quarter consists of 16 weeks in fiscal 
years with 52 weeks and 17 weeks in fiscal years with 53 
weeks. Our subsidiaries operate on similar fiscal calendars 
with period or month end dates suited to their businesses. 
The subsidiaries’ period end dates are within one week of 
YUM’s period end date with the exception of our international 
businesses, which close one period or one month earlier to 
facilitate consolidated reporting. 

Rectos s merit r< - We have reclassified certain items in the 
accompanying Consolidated Financial Statements and Notes 
thereto for prior periods to be comparable with the classifi¬ 
cation for the fiscal year ended December 25, 2004, These 
reclassifications had no effect on previously reported net 
income. 

Franchise and License Operations We execute franchise or 
hcense agreements for each unit which set out the terms 
of our arrangement with the franchisee or licensee. Our 
franchise and license agreements typically require the fran¬ 
chisee or licensee to pay an initial, non-refundable fee and 
continuing fees based upon a percentage of sales. Subject 
to our approval and their payment of a renewal fee, a fran¬ 
chisee may generally renew the franchise agreement upon 
its expiration. 

We incur expenses that benefit both our franchise and 
license communities and their representative organizations 
and our Company operated restaurants. These expenses, 
along with other costs of servicing of franchise and license 
agreements are charged to general and administrative (“G&A”) 
expenses as incurred. Certain direct costs of our franchise 
and license operations are charged to franchise and license 
expenses. These costs include provisions for estimated 
uncollectible fees, franchise and license marketing funding, 
amortization expense for franchise related intangible assets 
and certain other direct incremental franchise and ficense 
support costs. Franchise and license expenses also include 
occupancy costs associated with restaurants we sublease to 
franchisees, net of any rental income we receive. 

We monitor the financial condition of our franchisees 
and licensees and record provisions for estimated losses 
on receivables when wt? believe that our franchisees or 
licensees are unable to make their required payments. While 


we use the best information available in making our determi¬ 
nation, the ultimate recovery of recorded receivables is also 
dependent upon future economic events and other conditions 
that may be beyond our control. Net provisions for uncol¬ 
lectible franchise and license receivables of $1 million and 
$15 million were included in franchise and license expense 
in 2004 and 2002, respectively. Included in franchise and 
license expense in 2003 was a net benefit for uncollectible 
franchise and license receivables of $3 million, as we were 
able to recover previously reserved receivables in excess of 
current provisions. 

Revenue Recognitioi The Company's revenues consist of 
sales by Company operated restaurants and fees from our 
franchisees and licensees. Revenues from Company operated 
restaurants are recognized when payment is tendered at 
the time of sale. We recognize initial fees received from a 
franchisee or licensee as revenue when we have performed 
substantially all initial services required by the franchise or 
license agreement, which is generally upon the opening of a 
store. We recognize continuing fees based upon a percentage 
of franchisee and licensee sales as earned. We recognize 
renewal fees when a renewal agreement with a franchisee or 
licensee becomes effective. We include initial fees collected 
upon the sale of a restaurant to a franchisee in refranchising 
gains (losses). 

Direct Marketing Cosl-. We report substantially all of our 
direct marketing costs in occupancy and other operating 
expenses. We charge direct marketing costs to expense 
ratably in relation to revenues over the year in which incurred 
nnd, in the case of advertising production costs, in the year 
Lhs advertisement is first shown. Deferred direct marketing 
costs, which are classified as prepaid expenses, consist of 
media and related advertising production costs which will 
generally be used for the first time in the next fiscal year 
and have historically not been significant. To the extent we 
participate in advertising cooperatives, we expense our 
contributions as incurred. Our advertising expenses were 
$458 million, $419 million and $384 million in 2004, 2003 
and 2002, respectively. 

Research and Development Expenses Research and devel¬ 
opment expenses, which we expense as incurred, are reported 
in G&A expenses. Research and development expenses were 
$26 million in both 2004 and 2003 and $23 million in 2002. 

Impairment or Disposal of Long-Lived Assets In accor¬ 
dance With SFAS No. 144, “Accounting for the impairment 
or Disposal of Long-Lived Assets" {“SFAS 144"), we review 
our long-lived assets related to each restaurant to be held 
and used in the business, including any allocated intangible 
assets subject to amortization, semi-annually for impairment, 
or whenever events or changes in circumstances indicate 
that the carrying amount of a restaurant may not be recover¬ 
able. We evaluate restaurants using a “two-year history of 
operating losses” as our primary indicator of potential impair¬ 
ment. Based on the best information available, we write down 
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an impaired restaurant to its estimated fair market value, 
which becomes its new cost basis. We generally measure 
estimated fair market value by discounting estimated future 
cash flows. In addition, when we decide to close a restau¬ 
rant it is reviewed for impairment and depreciable lives are 
adjusted based on the expected disposal date. The impair¬ 
ment evaluation is based on the estimated cash flows irom 
continuing use through the expected disposal date plus the 
expected terminal value. 

The Company has adopted SFAS No. 146. "Accounting for 
Costs Associated with Exit or Disposal Activities" ("SFAS 146"), 
effective for exit or disposal activities that were initiated after 
December 31, 2002. Costs addressed by SFAS 146 include 
costs to terminate a contract that is not a capital lease, costs 
of involuntary employee termination benefits pursuant to a 
one-time benefit arrangement, costs to consolidate facili¬ 
ties and costs to relocate employees. SFAS 146 changes 
the timing of expense recognition for certain costs we incur 
while closing restaurants or undertaking other exit or disposal 
activities; however, the timing difference is not typically signifi¬ 
cant in ,ength. Adoption of SFAS L46 did not have a material 
impact on our Consolidated Financial Statements for the 
years ended December 25, 2004 or December 27,2003. 

Store closure costs include costs of disposing of the 
assets as well as other facility-related expenses from previ¬ 
ously closed stores. These stare closure costs are generally 
expensed as incurred. Additionally, at the date we cease using 
a property under an operating lease, we record a liability for 
the net present value of any remaining lease obligations, net 
of estimated sublease income, if any. To the extent we sell 
assets, primarily land, associated with a closed store, any gain 
or loss upon that sale is recorded in store closure costs. 

Refranchising gains (losses) includes the gains or losses 
from the sales of our restaurants to new and existing fran¬ 
chisees and the related initial franchise fees, reduced by 
transaction costs. In executing our refranchising initiatives, we 
most often offer groups of restaurants. We classify restaurants 
as held for sale and suspend depreciation and amortization 
when (a) we make a decision to refranchise; (b) the stores 
can be immediately removed from operations; (c) we have 
begun an active program to locate a buyer; (d) significant 
changes to die plan of sale are not likely; and (e) the sale is 
probable within one year. We recognize estimated losses on 
refranchisings when the restaurants are classified as held for 
sale. We also recognize as refranchising losses impairment 
associated with stores we have offered to refranchise for a 
price less than their carrying value, but do not believe have 
met the criteria to be classified as held fer sale. We recognize 
gains on restaurant refranchisings when the sale transac¬ 
tion emses, the franchisee has a minimum amount of the 
purchase price in at-risk equity, and we are Yalisfied that the 
franchisee can meet its financial obligations, i the criteria for 
gain recognition are not met, we cefer the gain to the extent 
we have a remaining financial exposure in connection with the 
sales transaction. Deferred gains are recognized when the 
gain recognition criteria are met or as our financial exposure 
is reduced. When we make a decision to retain a store previ¬ 


ously held for sale, we revalue the store at the lower of its 
(a) net book value at our original sale decision date less 
normal depreciation and amortization that would have been 
recorded during the period held for sale or (b) its current fair 
market value. This value becomes the store’s new cost basis. 
We record any difference between the store’s carrying amount 
and its new cost basis to refranchising gains (losses). When 
we make a decision to close a store previously held for sale, 
we reverse any previously recognized refranchising loss and 
then record impairment and store closure costs as described 
above. Refranchising gains (losses) also include charges for 
estimated exposures related to those partial guarantees of 
franchisee loan pools and contingent lease liabilities which 
arose from refranchismg activities. These exposures are more 
fully discussed m Note 24. 

Considerable management judgment is necessary 
to estimate future cash flows, including cash flows from 
continuing use, terminal value, closure costs, sublease income 
and refranchismg proceeds. Accordingly, actual results could 
vary significantly Irom our estimates. 


I m pair merit of I nvestm ents I n Unc o ns ol iriated Aff I hate s We 

record impairment charges related to an investment in an 
unconsolidated affiliate whenever events or circumstances 
indicate that a decrease in the value of an investment has 
occurred which is other than temporary. In addition, we 
evaluate our investments in unconsolidated affiliates for 
impairment when they have experienced two consecutive 
years of operating losses. Our impairment measurement test 
for an investment in an unconsolidated affiliate is similar to 
that tor our restaurants except that we use discounted cash 
flows after interest and taxes instead of discounted cash 
flows before interest and taxes as used for our restaurants. 

Considerable management judgment is necessary to 
estimate future cash flows. Accordingly, actual results could 
vary significantly from our estimates. 



Asset Retirement Obligations Effective December 29, 
2002, the Company adopted SFAS No. 143, “Accounting 
for Asset Retirement Obligations" ("SFAS 143"). SFAS 143 
addresses the financial accounting and reporting for legal 
obligations associated with the retirement of tangible long- 
lived assets and the associated asset retirement costs. As 
a result of obligations under certain leases that are within 
the scope of SFAS 1^3, the Company recorded a cumulative 
effect adjustment of $2 million ($1 million after tax) which did 
not have a materia) effeci on diluted earnings per common 
share. The adoption of SFAS 143 also did not have a material 
impact on our Consolidated Financial Statements for the 
years ended December 25, 2004 or December 27, 2003. If 
SFAS 143 had been adopted as of the beginning of 2002, the 
cumulative effect adjustment would not have been materially 
different from that recorded on December 29, 2002. 


(Suaranlees The Company has adopted FASB Interpretation 
No. 45, "Guarantor's Accounting and Disclosure Requirements 
for Guarantees, Including Indirect Guarantees of Indebtedness 
to Others, an interpretation of FASB Statements No. 5, 57 


and 107 and a rescission of FASB Interpretation No.34" 
("FIN 45"). FIN 45 elaborates on the disclosures to be made 
by a guarantor in its interim and annual financial statements 
about its obligations under guarantees issued. FIN 45 also 
clarifies that a guarantor is required to recognize, at inception 
of a guarantee, a liability for the fair value of certain obliga¬ 
tions undertaken. The initial recognition and measurement 
provisions were applicable to certain guarantees issued or 
modified after December 31, 2002. While the nature of our 
business results in the issuance of certain guarantees from 
time to time, the adoption of FIN 45 did not have a material 
impact on our Consolidated Financial Statements for the 
years ended December 25, 2004 or December 27, 2003. 

We have also issued guarantees as a result of assigning 
our interest in obligations under operating leases as a 
condition to the refranchising of certain Company restau¬ 
rants. Such guarantees are subject to the requirements of 
SPAS No. 145, “Rescission of FASB Statements No.4, 44, 
and 64, Amendment of FASB Statement No. 13, and Technical 
Corrections" (“SFAS 145"). We recognize a liability for the 
fair value of such lease guarantees under SFAS 145 at their 
inception, with the related expense being included in refran- 
chising gains (losses). 

Cash and Cash Equivalents Cash equivalents represent 
funds we have temporarily invested (with original maturities 
not exceeding three months) as part of managing our day-to- 
day operating cash receipts and disbursements. 

Inventories We value our inventories at the lower of cost 
(computed on the first-in, first-out method) or net realizable 
value. 

Property, Plant and Equipment We state property, plant and 
equipment at cost less accumulated depreciation and amor¬ 
tization, impairment writedowns and valuation allowances. 
We calculate depreciation and amortization on a straight-line 
basis over the estimated useful lives of the assets as follows: 
5 to 25 years for buildings and improvements, 3 to 20 years 
for machinery and equipment and 3 to 7 years for capitalized 
software costs. As discussed above, we suspend deprecia¬ 
tion and amortization on assets related to restaurants that 
are held for sale. 

Leases and Leasehold Improvements. We account for 
our leases in accordance with SFAS No. 13, "Accounting 
for Leases" (“SFAS 13”), and other related authoritative 
guidance. When determining the lease term, we often include 
option periods for which failure to renew the lease imposes 
a penalty on the Company in such an amount that a renewal 
appears, at the inception of the lease, to be reasonably 
assured. The primary penalty to which we are subject is the 
economic detriment associated with the existence of lease¬ 
hold improven-ents which might be impaired if we choose not 
to continue the use of the leased property. 

In 2004, we recorded an adjustment, similar to that 
recorded by many other companies within our industry, 
such that all of our leasehold improvements are now being 


depreciated over the shorter of their useful lives or the 
underlying lease term. The cumulative adjustment neces¬ 
sary, primarily through increased U.S. depreciation expense, 
totaled $11.5 million ($7 million aftertax). The portion of this 
adjustment that related to the current year was approximately 
$3 million. As the portion of the adjustment recorded that 
was a correction of errors in our prior period financial state¬ 
ments was not material to any of those prior period financial 
statements, we recorded the entire adjustment in our 2004 
Consolidated Financial Statements as increased occupancy 
and other operating expenses. 

We record rent expense for leases that contain scheduled 
rent increases on a straight-line basis over the lease term, 
including any option periods considered in the determination 
of that lease term. Contingent rentals are generally based on 
sales levels in excess of stipulated amounts, and thus are 
not considered minimum lease payments and are included 
in rent expense as they accrue. We capitalize rent associ¬ 
ated with land that we are leasing while we are constructing 
a restaurant. Such capitalized rent is then expensed on a 
straight-line basis over the remaining term of the lease upon 
opening of the restaurant. We generally do not receive rent 
holidays, rent concessions or leasehold improvement incen¬ 
tives upon opening a store that is subject to a lease. 

I fiter n a I Deve I opm e nt Costs anct A b a n donfcd Site Costs We 

capitalize direct costs associated with the site acquisition and 
construction of a Company unit on that site, including direct 
interna! payroll and payroll-related costs. Only those site- 
specific costs incurred subsequent to the time that the site 
acquisition is considered probable are capitalized. If we subse¬ 
quently make a determination that a site for which internal 
development costs have been capitalized will not be acquired 
or developed, any previously capitalized internal development 
costs are expensed and included in G&A expenses. 

Goodwill and Intangible Assets The Company accounts 
for acquisitions of restaurants from franchisees and other 
acquisitions of business that may occur from time to time 
in accordance with SFAS No. 141, "Business Combinations" 
("SFAS 141”). Goodwill in such acquisitions represents the 
excess of the cost of a business acquired over the net of 
the amounts assigned to assets acquired, including identi¬ 
fiable intangible assets, and liabilities assumed. SFAS 141 
specifies criteria to be used in determining whether intan¬ 
gible assets acquired in a business combination must be 
recognized and reported separately from goodwill. We base 
amounts assigned to goodwill and other identifiable intangible 
assets on independent appraisals or internal estimates. 

The Company accounts for recorded goodwill and other 
intangible assets in accordance with SFAS No. 142, “Goodwill 
and Other Intangible Assets" (“SFAS 142"). In accordance 
with SFAS 142, we do not amortize goodwill and indefinite- 
lived intangible assets. We evaluate the remaining useful 
life of an intangible asset that is not being amortized each 
reporting period to determine whether events and circum¬ 
stances continue to supped: an indefinite useful life. If an 
intangible asset that is not being amortized is subsequently 
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determined to have a finite useful life, we amortize the 
intangible asset orospectively over its estimated remaining 
useful hfe. Amortizable intangible assets are amortized on 
a straight-line basis over 3 to 40 years. As discussed above, 
we suspend amortization on those intangible assets with a 
defined life that are allocated to restaurants that are held 
for sale. 

In accordance with the requirements of SFAS 142, goodwill 
has been assigned to reporting units for purposes of impair¬ 
ment testing. Our reporting units are our operating segments 
in the U S. (see Note 23) and our business management units 
internationally (typically individual countries). Goodwill impair¬ 
ment tests consist of a comparison of each reporiing unit T s 
fair value with its carrying value. The fair value of a reporting 
umt is an estimate o: the amount for which the unit as a 
whole could be sold in a current transaction between willing 
parties. We generally estimate fair value based on discounted 
cash flows. If the carrying value of a reporting unit exceeds 
its fair value, goodwill is written down to its implied fair value. 
We have selected the beginning of our fourth quarter as the 
date on which to perform our ongoing annual impairment test 
for goodwill. For 2004 and 2003, there was no impairment 
of goodwill identified during our annual impairment testing. 
For 2002, goodwill assigned to the Pizza Hut France reporting 
unit was deemed impaired and written off. The charge of 
$5 million was recorded in facility actions. 

For indefinite-lived intangible assets, our impairment test 
consists of a comparison of the fair value of an intangible 
asset with its carrying amount. Fair value is an estimate of 
the price a willing buyer would pay for the intangible asset 
and is generally estimated by discoursing the expected future 
cash flows associated with the intangible asset. We also 
perform our annual test for impairment of our inde f imte-lived 
intangible assets at the beginning of our fourth quarter. Our 
indefinite sived intangible assets consist of values assigned 
to certain trademarks/brands we have acquired. When deter¬ 
mining the fair value, we limit assumptions about important 
factors such as sales growth to those that are supportable 
based on our plans for the trademark/brand. As discussed in 
Note 12, we recorded a $5 million charge in 2003 as a result 
of the impairment of an indefinite-lived intangible asset. This 
charge was recordeo in facility actions. No impairment of 
indefinite-lived intangibles was recorded in 2004 or 2002, 

Stock-Baied Employee Coin pons etion At December 25, 
2004. :he Company had four stock-based employee compen¬ 
sation plans in effect, which are described more fully in Note 
18. The Company accounts for those plans under the recog¬ 
nition and measurement principles of Accounting Principles 
Board Opinion No. 25, "Accounting for Stock Issued to 
Employees" ("APB 25"), and related Interpretations. No stock- 
based employee compensation cost is reflected in net income 
for options granted under these plans, as all such options 
had an exercise price equal to the market value of the under¬ 
lying common stock on the date of grant. The following table 
illustrates the effect on net income and earnings per share if 
the Company had applied the fair value recognition provisions 


of SFAS No. 123, "Accounting for Stock-Based Compensation" 
("SFAS 123"), to stock based employee compensation. 



2004 

2003 

2002 

Net Income, as repeated 

Deduct: Total stock-cased employee 

$ 740 

$ 617 

$ 583 

compensation expense determined 
under fair value based method for 
alf awards net of related tax effects 

(34) 

(36) 

(39) 

Net income, pro forma 

706 

681 

544 

Basic Earnings per Common Share 




As reported 

$ 2.54 

$ 2.10 

$1.97 

Pro forma 

2.42 

1.98 

1.84 

Diluted Earnings per Common Share 




As reported 

$ 2.42 

$ 2.02 

$1.88 

Pro forma 

2,31 

1.91 

1.76 


Derivative Financial Instruments We do not use derivative 
instruments for trading purposes ana we have procedures in 
place to monitor and control them use. Our use of derivative 
instruments has included interest rate swaps and collars, 
treasury locks and foreign currency forward contracts. In 
addition, on a limited basis we utilize commodity futures and 
options contracts. Our interest rate and foreign currency deriv¬ 
ative contracts are entered into with financial institutions while 
our commodity derivative contracts are exchange traded. 

We account for these derivative financial instruments 
in accordance with SFAS No. 133, “Accounting for Derivative 
Instruments and Hedging Activities” (“SFAS 133 ) as 
amended by SFAS No. 149, “Amendment of Statement 133 on 
Derivative Instruments and Hedging Activities” (“SFAS 149”). 
SFAS 133 requires that all derivative instruments be recorded 
on the Consolidated Balance Sheet at fair value. The account¬ 
ing for changes in the fair value (i.e., gains or losses) of a 
derivative instrument is dependent upon whether the deriva¬ 
tive has been designated and qualifies as part of a hedging 
relationship and further, on the type of hedging relationship. 
For derivative instruments that are designated and qualify as 
a fair value hedge, the gain or loss on the derivative instru¬ 
ment as well as the offsetting gain or loss on the hedged item 
attributable to the hedged risk are recognized in the results 
of operations. For derivative instruments that are designated 
and qualify as a cash flow hedge, the effective portion of the 
gain or loss on the derivative instrument is reported as a com¬ 
ponent of other comprehensive income (loss) and reclassified 
into earnings in the same period or periods during which the 
hedged transaction affects earnings. Any ineffective portion of 
the gain or loss on the derivative instrument is recorded in the 
results of operations immediately. For derivative instruments 
not designated as hedging instruments, the gain or loss is 
recognized in the results of operations immediately. See Note 
16 for a discussion of our use of derivative instruments, man¬ 
agement of credit risk inherent in derivative instruments and 
fair value information. 

New Accounting Pronouncements Not Yet Adopted In 
October 2004, the FA50 ratified me consensus reached 
by the Emerging Issues Task Force ("EITF") on Issue 04-1 
"Accounting for Preexisting Relationships between the Parties 


to a Business Combination" ("EITF 04-1"), EITF 04-1 requires 
that a business combination between two parties that have 
a preexisting relationship be evaluated to determine if a 
settlement of a preexisting relationship exists. EITF 04-1 also 
requires that certain reacquired rights (including the rights to 
the acquirer's trade name under a franchise agreement) be 
recognized as intangible assets apart from goodwill. However, 
if a contract giving rise to the reacquired rights includes terms 
that are favorable or unfavorable when compared to pricing 
for current market transactions for the same or similar items, 
EITF 04-1 requires that a settlement gain or loss should 
be measured as the lesser of a) the amount by which the 
contract is favorable or unfavorable to market terms from the 
perspective of the acquirer or b) the stated settlement provi¬ 
sions of the contract available to the counterparty to which 
the contract is unfavorable. 

EITF 04-1 is effective prospectively for business combi¬ 
nations consummated in reporting periods beginning after 
October 13, 2004 (the fiscal year beginning December 26, 
2004 for the Company). When effective, EITF 04-01 will 
apply to acquisitions of restaurants we may make from our 
franchisees or licensees. We currently attempt to have our 
franchisees or licensees enter into standard franchise or 
license agreements for the applicable Concept a n ti/or market 
when renewing or entering into a new agreement However, 
in certain instances franchisees or licensees have existing 
agreements that possess terms, including royalty rates, that 
differ from our current standard agreements for the applicable 
Concept and/or market. If in the future we were to acquire a 
franchisee or licensee with such an existing agreement, we 
would be required to record a settlement gain or loss at the 
date of acquisition. The amount and tinning of any such gains or 
losses we might record is dependent upon which franchisees 
or licensees we might acquire and when they are acquired. 
Accordingly, any impact cannot be currently determined. 

In December 2004, the FASB issued SFASNo.123 
(Revised 2004), “Share-Based Payment" (“SFAS 123R"), 
which replaces SFAS 123, supersedes APB 25 and related 
interpretations and amends SFAS No. 95, "Statement of 
Cash Flows." The provisions of SFAS 123R are similar to 
those of SFAS 123, however, SFAS 123R requires all share- 
based payments to employees, including grants of employee 
stock options, to be recognized in the financial statements 
as compensation cost based on their fair value on the date 
of grant. Fair value of share-based awards will be determined 
using option-pricing models (e.g. Black-Scholes or binomial 
models) and assumptions that appropriately reflect the 
specific circumstances of the awards. Compensation cost will 
be recognized over the vesting period based on the fair value 
of awards that actually vest. 

We will be required to choose between the modified- 
prospective and modified-retrospective transition alternatives in 
adootingSFAS 123R, Under the modified-prospective-transition 
method, compensation cost will be recognized in financial 
statements issued subsequent to the date of adopiion for all 
shared-based payments granted, modified or settled after the 
dale of adoption, as well as for any unvested awards that were 
granted prior to the date of adoption. As we previously adopted 


only the pro forma disclosure provisions of SFAS 123, we will 
recognize compensation cost relating to the unvested portion 
of awards granted prior to the date of adoption using the same 
estimate of the grant-date fair value and the same attribution 
method used to determine the pro forma disclosures under 
SFAS 123. Under the modified-retrospective-transition method 
compensation cost will be recognized in a manner consistent 
with the modified-prospective-transition method, however, prior 
period financial statements will also be restated by recognizing 
compensation cost as previously reported in the pro forma 
disclosures under SFAS 123. The restatement provisions can 
be applied to either a) all periods presented or b) to the begin¬ 
ning of the fiscal year in which SFAS 123R is adopted. 

SFAS 123R is effective at the beginning of the first 
interim or annual period beginning after June 15, 2005 (the 
quarter ending December 31, 2005 for the Company) and 
early adoption is encouraged. The Company is in the process 
of evaluating the use of certain option-pricing models as 
well as the assumptions to be used in such models. When 
such evaluation is complete, we will determine the transition 
method to use and the timing of adoption. We do not currently 
anticipate that the impact on net income on a full year basis 
of the adoption of SFAS 123R will be significantly different 
from the historical pro forma impacts as disclosed in accor¬ 
dance with SFAS 123. 


TWO FOR ONE COMMON STOCK 5PUT 

On May 7, 2002, the Company announced that its Board 
of Directors approved a two-for-one split of the Company's 
outstanding shares of Common Stock. The stock split was 
effected in the form of a stock dividend and entitled each 
shareholder of record at the close of business on June 6, 
2002 to receive one additional share for every outstanding 
share of Common Stock held on the record date. The stock 
dividend was distributed on June 17, 2002, with approximately 
149 million shares of common stock distributed. All per 
share and share amounts in the accompanying Consolidated 
Financial Statements and Notes to the Financial Statements 
have been adjusted to reflect the stock split. 


YGR ACQUISITION 

On May 7, 2002, YUM completed the acquisition of YGR. 
The results of operations for YGR have been included in our 
Consolidated Financial Statements since that date. If the 
acquisition had been completed as of the beginning of the 
year ended December 28, 2002, pro forma Company sales 
and franchise and license fees would have been as follows: 

2002 

Company sales $7,139 

Franchise and license fees 877 
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The impact of the acquisition, including interest expense on 
debt incurred to finance the acquisition, on net income and 
diluted earnings per share would not have been significant 
in 2002. The pro forma information is not necessarily indica¬ 
tive of the results of operations had the acquisition actually 
occurred at the beginning of this period. 

As of the date of acquisition, we recorded approxi¬ 
mately $49 million of reserves ("exit liabilities") related to 
our plans to consolidate certain support functions, and exit 
certain markets through store refranchisings and closures. 
The consolidation of certain support functions included the 
termination of approximately 100 employees. The remaining 
exit liabilities, which totaled approximately $17 million and 
$27 million at December 25, 2004 and December 27, 2003, 
respectively, consist of reserves related to the lease of the 
former YGR headquarters and certain reserves associated 
with store refranchising and closures. With the exception of 
these remaining exit liabilities, the vast majority of the other 
reserves established at the date of acquisition have been 
extinguished through cash payments. 


ACCUMULATED OTHER 
COMPREHENSIVE INCOME (LOSS) 



Accumulated other comprehensive income (loss) includes: 



2004 

2003 

Foreign currency translation adjustment 

$ (34) 

$(107) 

Minimum pension liability adjustment, net of tax 
Unrealized losses on derivative instruments, 

(95) 

(101) 

net of tax 

(2) 

(2) 

Total accumulated other comprehensive loss 

$(131) 

$(210) 


EARNINGS PER COMMON SHARE (“EPS") 


1 


2004 

2003 

2002 

Net income 

$ 740 

$ 617 

£ 533 

Basic EPS: 

Weighted-average common shares 
outstanding 

291 

293 

296 

Basic E p S 

S2.54 

$ 2 ID 

$1.97 

Diluted EPS: 

Weighted-average common shares 
outstanding 

291 

293 

296 

Shares assumed issued on exercise 
of dilutive share equivalents 

47 

52 

56 

Shares assumed purchased with 
proceeds of dilutive share equivalents 

(33) 

(39) 

(42) 

Shares applicable to diluted earnings 

305 

306 

310 

Diluted EPS 

£2.42 

$ 2,03 

$1 8* 


Unexercised employee stock options to purchase approxi¬ 
mately 0.4 million, 4 million and 1.4 million shares of our 
Common Stock for the years ended December 25, 2004, 
December 27, 2003 and December 28, 2002, respectively, 
were not included in the computation of diluted EPS because 
their exercise prices were greater than the average market 
price of our Common Stock during the year. 


ITEMS AFFECTING COMPARABILITY PF MET INCOME 

Facility actions consists of the following 

components: 

Refranchising net (gains) losses; 

Store closure costs; 

Impairment of long-lived assets for stores we intend to 
close and stores we intend to continue to use in the busi¬ 
ness; 

Impairment of goodwill and indefinite-lived intangible 
assets. 

2004 2003 2002 

u.s. 

Refranchising net (gains) losses (allbl $(14) 

Store closure costs (c) (3) 

Store impairment charges 17 

SFAS 142 impairment charges (d) — 

Facility actions — 

International 

Refranchising net (gains) losses (a){0) 2 

Store closure costs — 

Store impairment charges 24 

SFAS 142 impairment charges 1 ^ — 

Facility actions 26 


Worldwide 

Refranchising net (gains) losses >Kbjid; (12) 

(4) 

(19) 

Store closure costs <c) 

(3) 

6 

15 

Store impairment charges 

41 

29 

31 

SFAS 142 impairment charges"’ 

— 

5 

5 

Facility actions 

$ 26 

$ 36 

$ 32 

fy) Includes initial franchise fees in the U.S. 

of $2 million in 

2004, $3 million i 

2003 


and $1 million in 200? and in International of $8 mi,lion In 2004, $2 million in 
2003 .md $5 million in 2002. See Note 9. 

(b) U.S, Int dea 3-7 million write down in 2004 on restaurants we currently own but 
nave offered t it sell at amounts lower than their carrying amounts. 

(c) Income In store do-sure costs results primarily from gams from the sale of proper¬ 
ties on whm i we formerly operated restaurants, 

(d) toternatJorol includes write downs of $6 million and $16 million for the years 
ended December 25, 2004 and December 27, 2003, respectively, related to our 
Puerto Rico business, which was sold on October 4, 2004. 

i.c) In 2003, we recorded a $5 million charge in the U.S. related to the impairment 
of the A&W trademark/brand (see further discussion at Note 12), In 2002, we 
receded a $5 million charge in International related to the impairment of the 
goodwill of the P'zza Hut France reporting unrt 


$(20) $ (4) 

1 8 

10 15 

5 

(4} 19 

16 (15) 

5 7 

19 16 r ^ 

5 57 

40 13 
















The following table summarizes the 2004 and 2003 activity 
related to reserves for remaining lease obligations for stores 
closed or stores we intend to close. 



Beginning 

Balance 

Amounts 

Used 

New 

[incisions 

Estimate/ 

Decision 

Changes 

OIMr 

Fndmg 

Balance 

2003 Activity 

$41 

(13) 

6 

2 

4 

$40 

2004 Activity 

$40 

(17) 

8 

(1) 

13 

$43 


(a) Primarily reserves established upon acquisitions of franchisee restaurants. 

The following table summarizes the carrying values of the 
major classes of assets held for sale at December 25, 2004 
and December 27, 2003. U.S. amounts primarily represent 
land on which we previously operated restaurants and are net 
of impairment charges of $2 million at both December 25, 
2004 and December 27, 2003. International amounts in 
2003 relate primarily to our Puerto Rico business. The Puerto 
Rico business was sold on October 4, 2004 for an amount 
approximating its then carrying value. 


2004 



Inter¬ 




U.S. 

national 

Worldwide 

Property, plant and equipment, net 

$ 7 

$ — 

$ 

7 

Goodwill 

— 

— 


— 

Other assets 

— 

— 


— 

Assets classified as held for sale 

$ 7 

$ - 

$ 

7 


2003 



Inter¬ 



U.S. 

national 

Worldwide 

Property, plant and equipment, net 

$ 9 

$ 73 

$ 82 

Goodwill 

— 

12 

12 

Other assets 

— 

2 

2 

Assets classilied as held for sale 

$ 9 

$ 87 

$ 96 


Income of $14 million was recorded for 
2004 reflecting settlements associated with the Wrench liti¬ 
gation for amounts less than previously accrued as well as 
related insurance recoveries. Expense of $42 million was 
recorded as Wrench litigation for 2003 reflecting the amounts 
awarded to the plaintiff and interest thereon. See Note 24 for 
a discussion of Wrench litigation. 

AmerfcScrvo and Other Charges (Credits) AmeriServe Food 
Distribution Inc. (“AmeriServe") was the primary distributor of 
food and paper supplies to our U.S. stores when it filed for 
protection under Chapter 11 of the U.S. Bankruptcy Code on 
January 31, 2000. A plan of reorganization for AmeriServe (the 
"POR”) was approved on November 28,2000, which resulted in, 
among other things, the assumption of our distribution agree¬ 
ment, subject to certain amendments, by McLane Company, 
Inc, During the AmeriServe bankruptcy reorganization process, 
we took a number of actions to ensure continued supply to our 
system. Those actions resulted in significant expense for the 
Company, primarily recorded in 2000. Under the POR, we are 
entitled to proceeds from certain residual assets, preference 
claims and other legal recoveries of the estate. 


We classify expenses and recoveries related to 
AmeriServe, as well as integration costs related to our acqui¬ 
sition of YGR, costs to defend certain wage and hour litigation 
and certain other items, as AmeriServe and other charges 
(credits). These amounts were classified as unusual items 
in 2002. 

Income of $16 million and $26 million was recorded 
as AmeriServe and other charges (credits) for 2004 and 
2003, respectively. These amounts primarily resulted from 
cash recoveries related to the AmeriServe bankruptcy reor¬ 
ganization process. Income of $27 million was recorded as 
AmeriServe and other charges (credits) for 2002, primarily 
resulting from recoveries related to the AmeriServe bank¬ 
ruptcy reorganization process, partially offset by integration 
costs related to our acquisition of YGR and costs to defend 
certain wage and hour litigation. 


SUPPLEMENTAL CASH FLOW DATA 




2004 

2003 

2002 

Cash Paid for: 

Interest 

$ 146 

$178 

$153 

Income taxes 

276 

196 

200 

Significant Non-Cash Investing and 
Financing Activities: 

Assumption of debt and capital leases 
related to the acquisition of YGR 

$ - 

$ - 

$227 

Assumption of capital leases related 
to the acquisition of restaurants 
from franchisees 

8 



Capital lease obligations incurred to 
acquire assets 

13 

9 

23 

Debt reduction due to amendment 
of sale-leaseback agreements 
(see Note 14) 


88 



On November 10, 2003, our unconsolidated affiliate in Canada 
was dissolved. Upon dissolution, the Company assumed 
operation of certain units that were previously operated by the 
unconsolidated affiliate. The Company also assumed owner¬ 
ship of the assets related to the units that it now operates, 
as well as the real estate associated with certain units previ¬ 
ously owned and operated by the unconsolidated affiliate that 
are now operated by franc* sees (either our former partner in 
the unconsolidated affiliate or a publicly-held Income Trust in 
Canada). The acquired real estate associated with the units 
that are not operated by the Company is being leased to the 
franchisees. The resulting reduction in our investments in uncon¬ 
solidated affiliates ($56 million at November 10, 2003) was 
primarily offset by increases in property, plant and equipment, 
net and capital lease receivables (included in other assets). 
The Company realized an insignificant gain upon the dissolu¬ 
tion of the unconsolidated affiliate. This gain was realized as 
the fair value of our increased ownership m the assets received 
was greater than our carrying value in those assets, and was 
net of expenses associated with the dissolution. 







Brands., Fit 




2004 

2003 

2002 

Iritial fees, including renewal fees 
Initial franchise fees included in 

$ 43 

$ 36 

$ 33 

refrapchising gams 

(10) 

(5) 

(6) 


33 

31 

27 

Continuing fees 

986 

908 

839 


$ 1,019 

$ 939 

$ aee 



Equity income from investments in 

2004 

2003 

2002 

unr onsolidated affiliates 

$(54) 

$(39) 

$(29) 

Foreign exchange net (gain) loss 

(1) 

(2) 

(1) 


$(55) 

$(41) 

5(30) 




2004 

2003 

Land 

$ 617 

$ 662 

Buildings, and improvements 

2,957 

2,861 

Capita 5 leases, primarily buildings 

146 

119 

Machinery and equipment 

2,337 

1,964 


6,057 

5,606 

Accumulated depreciation and amortization 

(2,618) 

(2,326) 


$ 3,439 

$ 3.280 


Depreciation and amortization expense related to property, 
plant and equipment was $434 million, $388 million ancf 
$357 million in 2004, 2003 and 2002, respectively. 



The changes in the carrying 

amount of goodw II 

are as 

follows: 


inter- 



u.s. 

netigna I 

Worldwide 

Balance as of December 28, 2002 

$372 

$ 113 

$485 

Acquisitions 

21 

15 

36 

Disposals and other, net' 

(7) 

7 

— 

Balance as of December 2/, 2003 

$ 386 

$135 

$521 

Acquisitions 

19 

14 

33 

Disposals and other, net' : 

(10) 

9 

ill 

Balance as of December 25, 2004 

$395 

$158 

$553 


icij and fitter. net for international primarily reSiecis sha impact of foreign 

ui r ancy translation on exvst-ng halances. 


Intangible assets, net for the years ended 2004 and 2003 
are as follows: 

2004 2003 



OfQfi 

Carrying AccL^nulated 

CirQSS. 

AccumulabiMj 


Amount 

Amortization 

Aniounl 

AirtuMAENjOU 

Amortized ^tangible assets 
Franchise contact rights 

$146 

$(55) 

$141 

$(49) 

Trade marks/brands 

67 

(3) 

67 

(1) 

Favoiable operating eases 

22 

(16) 

27 

(18) 

Pension-related intangible 

11 

— 

14 

— 

Other 

5 

(1) 

5 

— 


$251 

$(75) 

$ 254 

$; 68) 

• Jnamortize:: ntangible assets 
Trademarks/ brands 

$171 


$171 



The most significant recorded trademark/brand assets 
resulted when we acquired YGR in 2002. At the date of 
acquisition, we assigned value Lo both the LJS and A&W 
trademark/brand assets and determined both had indefi 
nite lives. The fair value of a trademark/brand is determined 
based upon the value derived from the royalty we avoid, in the 
case of Company stores, or receive, in the case of franchise 
and licensee stores, for the use of the trademark/brand. This 
fair value determination is thus largely dependent upon our 
estimation of sales attributable to the trademark/brand. 

The fair value of the LJS trademark/brand was deter¬ 
mined to be in excess of its carrying value during our 2004 
and 2003 annual impairment tests. The estimates of sales 
attributable to the US trademark/brand at the dates of these 
tests reflect the opportunities we believe exist with regard to 
increased penetration of US, for both stand-alone units and 
as a multibrand partner. 

As a result of the decision in 2003 to focus short-term 
development largely on increased penetration of LJS and 
our discretionary capital spending limits, less development 
of A&W was assumed in the near term than forecasted at 
the date of acquisition. Additionally,, while we continued to 
view A&W as a viable multibrand partner, subsequent to 
acquisition we decided to close or refranchise substantially 
a J 1 Company-owned A&W restaurants that we nad acquired. 
These restaurants were low-volume, mall-based units that 
were inconsistent with the remainder of our Company-owned 
portfolio. Both the decision to close these Company-owned 
A&W units and the decision to focus on short-term develop¬ 
ment opportunities at US negatively impacted the fair value 
of the A&W trademark/brand. Accordingly, we recorded a 
$5 million charge in 2003 to facility actions to write the value 
of the A&W trademark/brand down to its f air value. 

Historically, we have considered the assets acquired 
representing trademark/brand to have indefinite useful lives 
due to our expected use of the asset and the lack of legal, 
regulatory, contractual, competitive, economic or other factors 
that may limit their useful lives. As required by SFAS 142, we 
reconsider the remaining useful life of indefinite-life intangible 






assets each reporting period. Subsequent to the recording 
of the impairment of the A&W trademark/brand in 2003, 
we began amortizing its remaining balance over a period of 
thirty years. While we continue to incorporate development 
of the A&W trademark/brand into our multibranding plans, 
our decision to no longer operate the acquired stand-alone 
Company-owned A&W restaurants is considered a factor 
that limits its useful life. Accordingly, we are amortizing the 
remaining balance of the A&W trademark/brand over a period 
of thirty years, the typical term of our multibrand franchise 
agreements including renewals. We continue to believe that 
all of our other recorded trademark/brand assets, including 
the US trademark/brand, have indefinite lives. 

Amortization expense for definite-lived intangible assets 
was $8 million in 2004, $7 million in 2003 and $6 million 
in 2002. Amortization expense for definite-lived intangible 
assets will approximate $8 million in 2005 and 2006 and 
$7 million in 2007 through 2009. 


ACCOUNTS PAYABLE AND 
OTHER CURRENT LIABILITIES 





2004 


2003 

Accounts payable 

$ 414 

$ 

393 

Accrued compensation and benefits 

263 


257 

Other curreni liabilities 

483 


507 


$ 1.160 

$ 1.157 

SHORT TERM BORROWINGS AND LONG-TERM DEBT 

^2 


2004 


2003 

Short-term Borrowings 




Current maturities of long-term debt 

$ 11 

$ 

10 

Long-term Debt 




Senior, Unsecured Revolving Credit Facility, 




expires September 2009 

19 


— 

Senior, Unsecured Notes, due May 2005 

— 


351 

Senior, Unsecured Notes, due April 2006 

200 


200 

Senior, Unsecured Notes, due May 2008 

251 


251 

Senior, Unsecured Notes, due April 2011 

646 


645 

Senior, Unsecured Notes, due July 2012 

398 


398 

Capital lease obligations (See Note 15) 

128 


112 

Other, due through 2019 (6% -12%) 

79 


80 


1,721 


2,037 

Less current maturities of long-term debt 

(11) 


(10) 

Long-term debt excluding SFAS 133 adjustment 

1,710 


2,027 

Derivative instrument adjustment under 




SFAS 133 (See Note 16) 

21 


29 

Long-term debt including SFAS 133 adjustment 

$ 1,731 

$ 2.056 


On September 7, 2004, we executed an amended and 
restated five-year senior unsecured Revolving Credit Facility 
totaling $1.0 billion which matures on September 7, 2009 
(the "Credit Facility"). The Credit Facility serves as our 
primary bank credit agreement and replaced the $1.0 billion 
Senior Unsecured Revolving Credit Facility that was sched¬ 
uled to mature on June 25, 2005 (the "Old Credit Facility"). 
The Credit Facility is unconditionally guaranteed by our prin¬ 
cipal domestic subsidiaries and contains financial covenants 
relating to maintenance of leverage and fixed charge coverage 
ratios. The Credit Facility also contains affirmative and 
negative covenants including, among other things, limitations 
on certain additional indebtedness, guarantees of indebted¬ 
ness, level of cash dividends, aggregate non-U.S. investment 
and certain other transactions as defined in the agreement. 
These covenants are substantially similar to those contained 
in the Old Credit Facility. We were in compliance with all debt 
covenants at December 25, 2004. 

Under the terms of the Credit Facility, we may borrow 
up to the maximum borrowing limit less outstanding letters 
of credit. At December 25, 2004, our unused Credit Facility 
totaled $776 million, net of outstanding letters of credit 
of $205 million. There were borrowings of $19 million 
outstanding under the Credit Facility at the end of 2004. The 
interest rate for borrowings under the Credit Facility ranges 
from 0.35% to 1.625% over the London Interbank Offered Rate 
("LIBOR”) or 0.00% to 0.20% over an Alternate Base Rate, 
which is the greater of the Prime Rate or the Federal Funds 
Effective Rate plus 0.50%. The exact spread over LIBOR or 
the Alternate Base Rate, as applicable, will depend upon our 
performance under specified financial criteria. Interest on any 
outstanding borrowings under the Credit Facility is payable at 
least quarterly. In 2004, 2003 and 2002, we expensed facility 
fees of approximately $4 million, $6 million and $5 million, 
respectively. At December 25, 2004, the weighted average 
contractual interest rate on borrowings outstanding under the 
Credit Facility was 2.72%. 

On November 15, 2004, we voluntarily redeemed all of 
our 7.45% Senior Unsecured Notes that were due in May 2005 
(the “2005 Notes”) in accordance with their original terms. 
The 2005 Notes, which had a total face value of $350 million, 
were redeemed for approximately $358 million using primarily 
cash on hand as well as some borrowings under our Credit 
Facility. The redemption amount approximated the carrying 
value of the 2005 Notes, including a derivative instrument 
adjustment under SPAS 133, resulting in no significant impact 
on net income upon redemption. 








Yum! Brands. Inc. 


In 1997, we filed a shelf registration statement with 
the Securities and Exchange Commission for offerings of up 
to $2 billion of senior unsecured debt. The following table 
summarizes all Senior Unsecured Notes issued under this shelf 
registration that remain outstanding at December 25, 2004: 




Principal 

Interest Rate 

'ssuance Date 

Maturity Date 

Amount 

Stated 

Effective 

May 1998 

May 2008 | ,: 

250 

7.65% 

7.81% 

April 2001 

April 2006 

200 

8.50% 

9.04% 

April 2001 

April 2011 ( =' 

650 

8.88% 

9.20% 

June 2002 

July 2012'= 

400 

7.70% 

8.04% 

(a) Interest payments commenced on 

Novembar %.% 

1998 and are 

payable semi- 


annually thereafter. 

{U} Interest payments commenced on Octab-er 15. 2001 and are payable 3©mi 
annually thereafter. 

(c) Irli-jrr”, 1 . payments commenced on January 1 , 2003 and are payable sernl * nually 
thereafter. 

(d) Include* the effects of the amortisation of any '1) pramlu n or discount; (2) debt 
issuance costs; and (3) gain or loss upon settlement of related treasury looks. 
Excludes the effect of any interest rate swaps as described in Mote 16 

We have $150 million remaining for issuance under the 
$2 billion shelf registration. 

In connection with our acquisition of YGR in 2002, we 
assumed approximately $168 million in present value of future 
rent obligations related to three existing sale-leaseback agree¬ 
ments entered into by YGR involving approximately 350 LJS 
units. As a result of liens held by the buyer/lessor on certain 
personal property within the units, the sale-leaseback agree¬ 
ments were accounted for as financings upon acquisition. On 
August 15, 2003, we amended two of these sale-leaseback 
agreements to remove the liens on the personal property 
within the units. As the two amended agreements qualify 
for sale-leaseback accounting, they are accounted for as 
operating leases. Accordingly, the future rent obligations asso¬ 
ciated with the two amended agreements, previously recorded 
as long-term debt of $88 million, were no longer reflected on 
our Consolidated Balance Sheets at December 25, 2004 or 
December 27, 2003. There was no gain or loss recorded as a 
result of this transaction. 

The annual maturities of long-term debt as of 
December 25, 2004, excluding capital lease obligations 
of $128 million and derivative instrument adjustments of 
$21 million, are as follows: 

Year ended: 

2005 

2006 

2007 

2008 
2009 
Thereafter 
Total 


$ 1 
202 
2 

253 

22 

1.118 
$ 1,598 


Interest expense on short-term borrowings and long-term debt 
was $145 million, $185 million and $180 million in 2004, 
2003 and 2002, respectively. 


LEASES 

At December 25, 2004 we operated over 7,700 restaurants, 
leasing the underlying land and/or building in over 5,500 of 
those restaurants with our commitments expiring at various 
dates through 2087. We also lease office space for head¬ 
quarters and support functions, as well as certain office and 
restaurant equipment. We do not consider any of these indi¬ 
vidual leases material to our operations. Most leases require 
us to pay related executory costs, which include property 
taxes, maintenance and insurance. 

Future minimum commitments and amounts to be 
received as lessor or sublessor under non-cancelable leases 
are set forth below: 

Commitments Lease Receivables 

Direct 



Capital 

Operating 

Financing 

Operating 

2005 

$ 18 

$ 342 

$ 7 

$ 21 

2006 

17 

298 

7 

18 

2007 

15 

266 

6 

15 

2008 

14 

234 

7 

12 

2009 

14 

208 

7 

11 

Thereafter 

106 

1,163 

67 

80 


t 184 

$ 2 611 

$101 

$157 



At December 25, 2004 and December 27, 2003, the present 
value of minimum payments under capital leases was 
$128 million and $112 million, respectively. At December 25, 
2004 and December 27, 2003, unearned income associated 
with direct financing lease receivables was $48 million and 
$41 million, respectively. 

The details of rental expense and income are set forth 


below: 

2004 

2003 

2002 

R-sntai expense 

Minimum 

$376 

$329 

$303 

Contingent 

49 

44 

40 


$425 

$373 

$343 

Minimum rental income 

$ 13 

$ 14 

$ 11 


FINANCIAL INSTRUMENTS 

Interest Rate Derivative Instruments We enter into interest 
rate swaps with the oojective of reducing our exposure to 
interest rate risk and lowering interest expense for a portion 
of our debt. Under the contracts, we agree with other parties 
to exchange, at specified intervals, the difference between 
variable rate and fixed rate amounts calculated on a notional 
principal amount. At December 25, 2004, interest rate deriv¬ 
ative instruments outstanding included pay-variable interest 









rate swaps with notional amounts of $850 million. These 
swaps have reset dates and floating rate indices which match 
tftose of our underlying fixed-rate debt and have been desig¬ 
nated as fair value hedges of a portion of that debt. As the 
swaps qualify for the short-cut method under SFAS 133, no 
ineffectiveness has been recorded. The net fair value of 
these swaps as of December 25, 2004 was approximately 
$29 million, of which $30 million and $1 million have been 
included in other assets and other liabilities and deferred 
credits, respectively. The portion of this fair value which has 
not yet been recognized as a reduction to interest expense 
at December 25, 2004 (approximately $21 million) has been 
included in long-term debt. 

Due to early redemption of the underlying 7.45% Senior 
Unsecured Notes on November 15, 2004 (see Note 14), 
pay-variable interest rate swaps with notional amounts 
of $350 million that qualified for hedge accounting at 
December 27, 2003, no longer qualify for hedge accounting 
at December 25, 2004. As we elected to hold these swaps 
until their May 2005 maturity, we entered into new pay-fixed 
interest rate swaps with offsetting notional amounts and 
terms. Gains or losses due to changes in the fair value of 
the pay-variable swaps will be recognized in the results of 
operations through May 2005 but these gains or losses are 
expected to be almost entirely offset by changes in fair value 
of the pay-fixed swaps. The fair value of both of these swaps 
were in an asset position as of December 25, 2004 with a 
fair value totaling approximately $9 million. This fair value has 
been included in prepaid expenses and other current assets. 
The fair value of the swaps that previously qualified for hedge 
accounting was $31 million at December 27, 2003, which 
was included in other assets. The portion of this fair value 
which had not been recognized as a reduction to interest 
expense at December 27, 2003 (approximately $29 million) 
was included in long-term debt. 

We enter into 

foreign currency forward contracts with the objective of 
reducing our exposure to cash flow volatility arising from 
foreign currency fluctuations associated with certain foreign 
currency denominated financial instruments, the majority 
of which are intercompany short-term receivables and 
payables. The notional amount, maturity date, and currency 
of these contracts match those of the underlying receivables 
or oayables. For those foreign currency exchange forward 
contracts that we have designated as cash flow hedges, we 
measure ineffectiveness by comparing the cumulative change 
in the forward contract with the cumulative change in the 
hedged item. No ineffectiveness was recognized in 2004, 
2003 or 2002 for those foreign currency forward contracts 
designated as cash flow hedges. 


On December 3, 2004, we 
entered into an accelerated share repurchase program (the 
“Program"). In connection with the Program, a third-party invest¬ 
ment bank borrowed approximately 5.4 million shares of our 
common stock from shareholders. We then repurchased those 
shares at their then market value ($46.58) from the invest¬ 
ment bank for approximately $250 million. The repurchase of 
the 5.4 million shares was made pursuant to a $300 million 
share repurchase program authorized by our Board of Directors 
in May 2004. 

Simultaneously, we entered into a forward contract with 
the investment bank that was indexed to the number of 
shares repurchased. Under the terms of the forward contract 
we will receive or be required to pay a price adjustment based 
on the difference between the weighted average price of our 
common stock over the duration of the Program and the initial 
purchase price of $46.58 per share. We expect the Program 
to be completed by the end of our first fiscal quarter in 2005. 
At our election, any payments we are obligated to make will 
either be in cash or in shares of our common stock (not to 
exceed 15 million shares as specified in the forward contract). 
Therefore, in accordance with EITF 00-19, "Accounting for 
Derivative Financial Instruments Indexed to, and Potentially 
Settled In, a Company's Own Stock," any changes in the fair 
value of the forward contract will be recognized as an adjust¬ 
ment to Shareholders’ Equity at the end of the Program. 
Through December 25, 2004, the difference between the 
weighted average price of our common stock and the initial 
purchase price was insignificant. 

We also utilize, on a 
limited basis, commodity futures and options contracts to 
mitigate our exposure to commodity price fluctuations over 
the next twelve months. Those contracts have not been desig¬ 
nated as hedges under SFAS 133. Commodity future and 
options contracts did not significantly impact the Consolidated 
Financial Statements in 2004, 2003 or 2002. 

As of December 25, 2004, we had a net 
deferred loss associated with cash flow hedges of approxi¬ 
mately $2 million, net of tax. The loss, which primarily arose 
from the settlement of treasury locks entered into prior to 
the issuance of certain amounts of our fixed-rate debt, will be 
reclassified into earnings from January 1, 2005 through 2012 
as an increase to interest expense on this debt. 

Credit risk from interest rate swaps and foreign 
exchange contracts is dependent both on movement in 
interest and currency rates and the possibility of non-payment 
by counterparties. We mitigate credit risk by entering into 
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these agreements with high-quality counterparties, and settle 
swap and forward rate payments on a net basis. 

Accounts receivable consists primarily of amounts due 
from franchisees and licensees for initial and continuing fees. 
In addition, we have notes and lease receivables from certain 
of 01 ir franchisees. The financial condition of these franchi¬ 
sees and licensees is largely dependent upon the underlying 
business trends of our Concepts, This concentration of creel: 
;isk is mitigated, in part, by the terge number of franchisees 
and licensees of each Concent and the short-term nature of 
the franchise and license fee receivables. 

Fair value At December 25, 2004 and December 27, 
2003, the fair values o: cash and cash equivalents, short¬ 
term investments, accounts receivable and accounts payable 
approximated the carrying values because of the short-term 
nature of these instruments. The fair value of notes receiv¬ 
able approximates the carrying value after consideration of 
recorded allowances. 

The carrying amounts and fair values of our other financial 
instruments subject to fair value disclosures are os follows: 



2004 

2003 


Carrying 

Amount 

Fair 

Value 

Carrying 

Amount 

Fan 

Value 

Debt 

Short-term borrowings and 
long-term debt, excluding 
capital leases ana the 
derivative instrument 
adjustments 

31.593 

$1,900 

$ 1.925 

$ 2,181 

Debt-related derivative 
instrument: 

Open contracts in a net 
asset position 

38 

38 

31 

31 

Foieign currency related 
derivative instruments; 
Open contracts in a net 
asset (liability position 

<2} 

(2) 



lea<=e guarantees 

10 

27 

8 

28 

Guarantees supporting 
financial arrangements 
of certain franchisees, 
unconsolidated affiliates 
and other third parties 

7 

8 

8 

10 

Letters of credit 

_ 

2 

_ 

3 


We esrimated the fair value of debt, debt related derivative 
instruments, foreign currency-related derivative instruments, 
guarantees and letters of cred.L using market quotes and 
calculations based on market rates. 


PENSION AND 

FOSTRETlRENIENT MEDICAL BENEFITS 



We sponsor noncontributory defined 
benefit pension plans covering substantially all full-time 
U.S. salaried employees, certain U.S. hourly employees and 
certain international employees. The most significant of these 
plans, the YUM Retirement Plan (the “Plan"), is funded while 
benefits from the other olans are paid by the Company as 
Incurred. During 2001, the plans covering our U.S. salaried 
employees were amended such that any salaried employee 
hired Qf rehired by YUM after September 30, 2001 is not 
eligible to participate in those plans. Benefits are based on 
years of service and earnings or stated amounts for each year 
of service. 


Postretiremen! Medical Sonofits Our postretirement plan 
provides health care benefits, principally to U.S. salaried 
retirees and their dependents. This plan includes retiree 
cost sharing provisions. During 2001, the plan was amended 
such that; any salaried employee hired or rehired by YUM after 
September 30, 2001 is not eligible to participate in this plan. 
Employees hired prior to September 30, 2001 are eligible 
for benefr.s .1 they meet age and service requirements and 
qualify for retirement benefits. 

We use a measurement date of September 30 for our 
pension and postretirement medical plans described above. 


□ btigafion and Funded Status at September 30: 



Pension Benefits 

Postretirement 
Medical Benefits 


2004 

2003 

2004 

2003 

Change in benefit obligation 

Benefit obligation at 

beginning ol year 

$ 629 

$ 501 

S 81 

$ 68 

Service cost 

32 

26 

2 

2 

Interest cost 

39 

34 

5 

5 

Plan amendments 

1 

— 

— 

— 

Curtailment gain 

(2) 

(1) 

— 

— 

Benefits and expenses paid 

(26) 

(21) 

(4) 

(4) 

Actuarial (gain) loss 

27 

90 

(3) 

10 

Benefit obligation at.end of year 

$ 700 

$ 629 

$ 81 

$ 81 

Change in plan assets 

Fair value of olan assets at 

beginning of year 

Actual return on plan assets 
Employer contributions 
Benefits paid 

Administrative expenses 

$ 438 

53 

54 
(26) 

(1) 

$ 251 
52 
157 
(21) 
(1) 



Fair value of plan assets at 

end of yea 1 

$ 518 

$ 438 



Funded status 

$(182) 

$(191) 

$(81) 

$(81) 

Employer contributions 1 * 

1 

— 

— 

- 

Unrecognized actuarial loss 

225 

230 

23 

28 

Unrecog ■ zed prior service cost 

9 

12 

— 

— 

Net amount recognized at 

yea rend 

$ 53 

$ 51 

$(58) 

$ (53> 


fa) Reflects contributions nwie between the September 30, 2004 measurement date 
and Oecei« 2 5. 2004. 

















Pension Benefits 

Postreti remen t 
Medical Benefits 


2004 

2003 

2004 

2003 

Amounts recognized in the 
statement of financial 
position consist of: 

Accrued benefit liability 

$(111) 

$(125) 

$(58) 

$(53) 

Intangible asset 

11 

14 

— 

— 

Accumulated other 
comprehensive loss 

153 

162 

_ 

_ 


$ 53 

$ 51 

$(58) 

$(53) 


Additional information 

Other comprehensive 
(income) loss attributable to 
change in additional 

minimum liability recognition $ (9) $ 48 

Additional year-end information 
for pension plans with 
accumulated benefit obligations 
in excess of plan assets 


Projected benefit obligation 

$ 700 

$ 629 

Accumulated benefit obligation 

629 

563 

Fair value of plan assets 

518 

438 


While we are not required to make contributions to the Plan in 
2005, we may make discretionary contributions during the year 
based on our estimate of the Plan's expected September 30, 
2005 funded status. 

Components of Not Periodic Benefit Cost 

Pension Benefits 



2004 

2003 

2002 

Service cost 

$ 32 

$ 26 

$ 22 

Interest cost 

39 

34 

31 

Amortization of prior service cost 

3 

4 

1 

Expected return on plan assets 

(40) 

(30) 

(28) 

Recognized actuarial loss 

19 

6 

1 

Net periodic benefit cost 

$ 53 

$ 40 

$ 27 

Additional loss recognized due to: 

Curtailment 

$ — 

$ — 

$ 1 


Postretirement Medical Benefits 


2004 

2003 

2002 

Service cost 

$ 2 

$ 2 

$ 2 

Interest cost 

5 

5 

4 

Amortization of prior service cost 

— 

— 

— 

Recognized actuarial loss 

1 

1 

1 

Net oeriodic benefit cosl 

$ 8 

$ 8 

$ 7 


Weighted Average Assumptions Used to Determine Benefit 
0 brigs tin ns at September 30: 

Postretirement 
Pension Benefits Medical Benefits 

2004 2003 2004 2003 

Discount rate 6.15% 6.25% 6.15% 6.25% 

Rate of compensation increase 3.75% 3.75% 3.75% 3.75% 


Wfifghted-Average Assumptions Usfcd to Determine the Net 
Periodic Benefit Cost for Fiscal Years: 



Pension Benefits 

Postreti rement 
Medical Benefits 


2004 

2003 2002 

2004 2003 2002 

Discount rate 

6.25% 

6.85% 7.60% 

6.25% 6.85% 7.58% 

Long-term rate 
of return on 
plan assets 

8.50% 

8.50% 10.00% 


Rate of compen¬ 
sation increase 

3.75% 

3.85% 4.60% 

3.75% 3.85% 4.60% 


Our estimated long-term rate of return on plan assets repre¬ 
sents the weighted average of expected future returns on 
the asset categories included in our target investment alloca¬ 
tion based primarily on the historical returns for each asset 
category, adjusted for an assessment of current market 
conditions. 

Assumed Health Care Cost Trend Bates at September 30: 

Postretirement 
Medical Benefits 

2004 2003 

Health care cost trend rate assumed for next year 11% 12% 

Rate to which the cost trend rate is assumed to 
decline (the ultimate trend rate) 5.5% 5.5% 

Year that the rate reaches the ultimate trend rate 2012 2012 

There is a cap on our medical liability for certain retirees. 
The cap for Medicare eligible retirees was reached in 2000 
and the cap for non-Medicare eligible retirees is expected to 
be reached between the years 2007-2008; once the cap is 
reached, our annual cost per retiree will not increase. 

Assumed health care cost trend rates have a significant 
effect on the amounts reported for our postretirement health 
care plans. A one-percentage-point change in assumed health 
care cost trend rates would have the following effects: 

1-Percentage- 1-Percent ago - 


Point Point 

Increase Decrease 

Effect on total of service and interest cost $ — $ — 

Effect on postretirement benefit obligation $ 2 $ (2) 


Prior service costs are amortized on a straight-line basis over 
the average remaining service period of employees expected 
to receive benefits. Curtailment gains and losses have been 
recognized in facility actions as they have resulted primarily 
from refranchising and closure activities. 
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Our pension plan weighted-average asset allo¬ 
cations at September 30 f by asset category are set forth 
below: 


Asset Category 

2004 

2003 

Equity securities 

70% 

65% 

Debt securities 

28% 

30% 

Cash 

2% 

5% 

Total 

100% 

100% 


Our primary objectives regarding the pension assets are to 
optimize return on assets subject to acceptable risk and to 
maintain liquidity, meet minimum funding requirements and 
minimize plan expenses. To achieve these objectives, we have 
adopted a passive investment strategy in which the asset 
performance is driven primarily by the investment allocation. 
Our target investment allocation is 70% equity securities and 
30% debt securities, consisting primarily of low cost index 
mutual funds that track several sub-categories of equity 
and debt security performance. The investment strategy is 
primarily driven by our Plan's participants' ages and reflects a 
long-term investment horizon favoring a higher equity compo¬ 
nent in the investment allocation. 

A mutual fund held as an investment by the Plan 
includes YUM stock in the amount of $0.2 million at both 
September 30, 2004 and 2003 (less than 1% of total plan 
assets in each instance). 


The benefits expected to be paid in each 
of the next five years and in the aggregate for the five years 
thereafter are set forth below: 


Year ended: 

Pension 

Benefits 

Postretirement 
Medical Benefits 

2005 

$ 17 

$ 5 

2006 

22 

5 

2007 

25 

6 

2008 

28 

6 

2009 

32 

6 

2010-2014 

242 

35 


Expected benefits are estimated based on the same 
assumptions used to measure our benefit obligation on 
our measurement date of September 30, 2004 and include 
benefits attributable to estimated further employee service. 


STOCK BASED EMPLOYEE COMPENSATION 

At year-end 2004, we had four stock option plans in effect: 
the YUM! Brands, Inc. Long-Term Incentive Plan ("1999 LTIP"), 
the 1997 Long-Term Incentive Plan ("1997 LTIP"), the YUM! 
Brands, tnc. Restaurant General Manager Stock Option Plan 
("RGM Plan") and the YUM! Brands, Inc. SharePower Plan 
("SharePower"). During 2003, the 1999 LTIP was amended, 
subsequent to shareholder approval, to increase the total 


number of shares available for issuance and to make certain 
other technical and clarifying changes. 

We may grant awards of up to 29.8 million shares 
and 45.0 million shares of stock under the 1999 LTIF? as 
amended, and 1997 LTIP respectively. Potential awards to 
employees and non-employee directors under the 1999 LTIP 
include stock options, incentive stock options, stock apprecia¬ 
tion rights, restricted stock, stock units, restricted stock units, 
performance shares and performance units. Potential awards 
to employees and non-employee directors under the 1997 
LTIP include stock appreciation rights, restricted stock and 
perform a nee-restricted stock units. Prior to January 1, 2002. 
we also could grant stock options and incentive stock options 
under the 1997 LTIP We have issued only stock options and 
performance-restricted stock units under the 1997 LTIP and 
have issued only stock options under the 1999 LTIP 

We may grant stock options under the 1999 LTIP to 
purchase shares at a price equal to or greater than the aver¬ 
age market price of the stock on the date of grant. New option 
grants under the 1999 LTIP can have varying vesting provisions 
and exercise periods. Previously granted options under the 
1997 LTIP and 1999 LTIP vest in periods ranging from immedi¬ 
ate to 2008 and expire ten to fifteen years after grant. 

We may grant options to purchase up to 15.0 million 
shares of stock under the RGM Plan at a price equal to or 
greater than the average market price of the stock on the date 
of grant. RGM Plan options granted have a four-year vesting 
period and expire ten years after grant. We may grant options 
to purchase up to 14.0 million shares of stock at a price 
equal to or greater than the average market price of the stock 
on the date of grant under SharePower. Previously granted 
SharePower options have expirations through 2014. 

At the Spin-off Date, we converted certain of the unvested 
options to purchase PepsiCo stock that were held by our 
employees to YUM stock options under either the 1997 LTIP 
or SharePower. We converted the options at amounts and 
exercise prices that maintained the amount of unrealized 
stock appreciation that existed immediately prior to the Spin¬ 
off. The vesting dates and exercise periods of the options 
were not affected by the conversion. Based on their original 
PepsiCo grant date, these converted options vest in periods 
ranging from one to ten years and expire ten to fifteen years 
after grant. 

We estimated the fair value of each option grant made 
during 2004, 2003 and 2002 as of rhe date of grant using 
the Black-Scholes option-pricing model with the following 
weighted-average assumptions: 



2004 

2003 

2002 

Risk-free interest rate 

3.2% 

3.0% 

4.3% 

Expected life (years) 

6.0 

6.0 

6.0 

Expected volatility 

40.0% 

33.6% 

33.9% 

Expected dividend yield 

0.1% ia > 

0.0% 

0.0% 

(a) The weighted-average assumption 

for the expected dividend yield r< 

effects an 

assumption of 0 % tor stock options 

granted prior to thf* inn 

nation of ouj 

r quarterly 


stock dividend in ?Q04 and 1% thereafter. 


65 



A summary of the status of all options granted to employees and non-employee directors as of December 25, 2004, December 27, 
2003 and December 28, 2002, and changes during the years then ended is presented below (tabular options in thousands): 



2004 

2003 

2002 



Wtd. Avg. 


Wtd. Avg. 


Wtd. Avg. 



Exercise 


Exercise 


Exercise 


Options 

Price 

Options 

Price 

Options 

Price 

Outstanding at beginning of year 

46,971 

$ 18.77 

49,630 

$ 17.54 

54,452 

$16.04 

Granted at price equal to average market price 

5,223 

35.17 

7,344 

24.78 

6,974 

25.52 

Exercised 

(12,306) 

16.27 

(6,902) 

16.18 

(8,876) 

14.06 

Forfeited 

(2,780) 

23.75 

(3.101) 

19.18 

(2,920) 

19.07 

Outstanding at end at year 

37,108 

$ 2JL53 

46.971 

$ 18.77 

49,630 

$ 17.54 

Exercisable at end of year 

21,033 

$ 17.64 

19,875 

$ 17.22 

17.762 

$13.74 

Weighted average 'dir value o\ options granted during ihe year 


$ 15.11 


$ 9.43 


$10.44 

The following table summarizes information about stock options outstanding and exercisable at December 25, 2004 (tabular 

options in thousands): 









Options Outstanding 


Options Exercisable 



Wtd. Avg. 
Remaining 

Wtd. 

Avg. 


Wtd, Avg. 

Range of Exercise l rices 

Options 

Contractual ■ -fe 

Exercise Price 

Options Exercise Price 

$0-10 

338 

0.51 

$ 8.87 

338 

$ 8.87 

10-15 

4,418 

2.46 

12.96 

4,258 

13.01 

15-20 

13,536 

5.17 

16.21 

10,392 

15.76 

20-30 

13,172 

6.85 

24.46 

5,625 

23.75 

30-40 

5,500 

8.76 

34.75 

408 

36.17 

40-50 

144 

9.79 

41.41 

12 

43.52 


37,108 




21,033 



In November 1997, we granted performance-restricted stock 
units or YU M's Common Stock in the amount of $3.6 million 
to our Chief Executive Qlficer rCEO"). The award was made 
.ndler the 1997 I TIP and may be paid in Common Stock or 
cash at the discretion of the ComoensaLion Committee of the 
Board of Directors. Payment of the award is contingent upon 
■ is employment through January 25, 2006 and our attain¬ 
ment of certain pre-establ.shed earnings thresholds. The 
annual expense related to this award included in earnings 
was $0.4 million for 2004, 2003 and 2002. 


OTHER COMPENSATION AND BENERT PROGRAMS 


We sponsor two deferred compensation benefit programs, the 
Resfaijranrt Deferred Compensation Plan and the Executive 
Income Deferral Program (the "RDC Plan" and the "EID 
PiarC respectively) for eligible employees and non-employee 
directors. 

Effective October 1, 2001, participants can no longer 
cefer funds into the RDC Plan. Prior to that date, the RDC 
Plan allowed participants to defer a portion of their annual 
salary. The participant’s balances will remain in the RDC 
Plan until their scheduled distribution dates. As defined by 
the RDC Plan, we credit the amounts deferred with earnings 
based on the investment options selected by the participants, 
investment options in the RDC Plan consist of phantom 


shares of various mutual funds and YUM Common Stock. 
We recognize compensation expense for the appreciation 
or depreciation, if any, attributable to all investments in the 
RDC Plan. Our obligations under the RDC program as of both 
year-end 2004 and 2003 were $11 million. We recognized 
compensation expense of $2 million in 2004, $3 million in 
2003 and less than $1 million in 2002 for the RDC Plan. 

The EID Plan allows participants to defer receipt of a 
portion of their annual salary and all or a portion of their 
incentive compensation. As defined by the EID Plan, we credit 
the amounts deferred with earnings based on the invest¬ 
ment options selected by the participants. These investment 
options are limited to cash and phantom shares of our 
Common Stock. The EID Plan allows participants to defer 
incentive compensation to purchase phantom shares of our 
Common Stock at a 25% discount from the average market 
price at the date of deferral {the “Discouni Stock Account"). 
Participants bear the risk of forfeiture of both the discount 
and any amounts deferred to the Discount Stock Account if 
they voluntarily separate from employment during the two-year 
vesting period. We expense the intrinsic value of the discount 
over the vesting period. As investments in the phantom shares 
of our Common Stock can only be settled in shares of our 
Common Stock, we do not recognize compensation expense 
for the appreciation or the depreciation, if any, of these invest¬ 
ments. Deferrals into the phantom shares of our Common 
Stock are credited to the Common Stock Account, 
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Our cash obligations under the FID Rian as of the end 
of 2004 and 2003 were $23 million and $25 million, respec¬ 
tively. We recognized compensation expense of $4 million 
in 2004, $3 million in 2003 and $2 million In 2002 for the 
EtD Plan. 

We sponsor a contributory plan to provide retirement 
benefits under the provisions or Section 401(k) of the Internal 
Revenue Code (the n 4Glik) Plan t for eligible U.S. salaried 
and hourly employees. During 2004, pa^ licipants were aiole to 
elect to contribute up to 25;:. of eligible compensat or! on a 
pre-tax basis (the maximum participant contribution increased 
from :16% io 25% effective January 1, 2003). Participants 
may allocate their contributions to one or any combination of 
10 investment options within the 401(k) Plan. The Curpany 
matches 100% of the participant’s contribution to the 4Dl(k) 
Plan up to 3% of eligible compensation and 50% of the partic¬ 
ipant's contribution on the next 2% of eligible compensation. 
All matching contributions are made to the YUM Common 
Stock Fund. We recognized as compensation expense our total 
matching contribution of $11 million in 2004, $10 million in 
2003 and S8 million in 2002. 


SHAREHOLDERS RIGHTS PLAN 

In July 1398, our Board of Directors declared a dividend 
distribution of one right for each share of Common Stock 
outstanding as of August 3, 1998 (the “Record Date”). As 
a result of the two-for-one stock split distributed on June 17, 
2002, each holder of Common Stock is entitled to one right for 
every two shares of Common Stock (one-half right per snare). 
Each right initially entitles the registered holder to purchase 
a unit consisting of one one-thousandth ot n share (a "Unit'j 
of Series A Junior Participating Preferred Stock, without par 
value, at a purchase price of $130 oer Unit, subject to adjust 
ment. The rights, which do not have voting rights, will become 
exercisable for our Common Stock ten business days following 
a public announcement that a person or group has acquired, 
or has commenced or intends to commence a tendei offer 
for, 15% or more, or 20% oi mare if such person or group 
owned 10% or more on the adoption date of this plan, of our 
Comrr.on Stock. In the event the rights become exercisable for 
Common S-ock, each right will entitle its holder (other than the 
Acquiring Person as defined in the Agreement) to purchase, 
at the right's then-current exercise price, YUM Common Slock 
having a value of twice the exercise price oi the right. In the 
event the rights become exercisable for Common Stock and 
thereafter we are acquired In a merger or other business 
combination, each rght will entitle its holder to purchase, at 
the right’s then-current exercise price, common stock of the 
acquiring company having a value of twice the exercise price 
of the right. 

We can redeem the rights in tneir entirety, prior la 
becoming exercisable, at $0.01 per right under certain 



specified cor dti< s. The rights expire on July 21, 2008, 
unless we extend that date or we have earlier redeemed or 
exchanged the rights as provided : n the Agree mem 

This description of the rights is qualified in its entirely 
by reference to the original Rights Agreement, datea July 21. 
1998, and the Agreement of Substitution and Amendment of 
Common S h are Rights Agreement, detect August 28, 2003, 
between YUM and American Stock Transfer and Trust Company, 
the Rights Agent (both including the exhibits thereto). 


SHARE REPURCHASE PROGRAM 


In May 2004, our Board of Directors authorized a share repur¬ 
chase program. This program authorized us to repurchase, 
through November 2005, up to $300 million (excluding 
applicable transaction fees) of our outstanding Common 
Stock. During the year ended December 25. 2004, we repur¬ 
chased approximately 5.9 million shares for approximately 
$275 million at an average price per sha^e of approximately 
$46 under tlrs program Based on markei conditions anc 
other fact' rs, additional repurchases may be made from time 
to time m! the open market or through privately negotiated 
transactions at the discretion of +he Company. 

in November 2003, oui Board of Directors authorized 
a share repurchase program. This program authorized us to 
repurchase, through May 21, 2005, up to $300 million of our 
outstanding Common Stock (excluding applicable transac¬ 
tion fees). This share repurchase program was completed m 
2004. During 2004, we repurchased approximately S.l million 
shares for approximately $294 million at an average price 
per share of approximately $36 under this program. Durmg 
200-1 we reovrehased approximately 169,000 shares for 
approximately $6 million at an average price per share of 
approximately $34 under this program. 

In November 2002, oui Board of Directors autnorized 
a share repurchase program. This program authorized us 
to repurchase up to $300 million (excluding applicable 
transaction fees) of our outstanding Common Stock This 
share repurchase program was completed in 2003. Dnnog 
2003, we repurchased approximately 9.2 miuion shares for 
approximately 5272 million at an average price per share of 
approximately $30 under this program. During 2002. we repur- 
chased approximately J 2 million shares tor approximaMy 
$28 million at an average price per share of opproxi -naiely 
$24 under this program. 

in February 2001, our Board of Directors uthorlzed 
a share repurchase program. This program authorized us 
to repurchase up to $300 million (excluding applicable 
transaction fees) of our outstanding Common Stock. This 
share repurchase program was completed in 2002. During 
2002, we repurchased approximately 7 0 million shams fo> 
approximately $200 million at an average price per share of 
approximate!- $29 under this program. 





INCOME TAXES 

The details of our income tax provision (benefit) are set forth 
below. Amounts do not include the income tax benefit of 
approximately $1 million on the $2 million cumulative effect 
adjustment recorded on December 29, 2002 due to the 
adoption of SFAS 143. 



2004 

2003 

2002 

Current: Federal 

$ 78 

$ 181 

$ 137 

Foreign 

79 

114 

93 

State 

(13) 

(4) 

24 


144 

291 

254 

Deferred: Federal 

41 

(23) 

29 

Foreign 

67 

(16) 

(6) 

State 

34 

16 

(2) 


142 

(23) 

21 


$ 286 

$ 268 

$ 275 



Included in the federal deferred tax provision above is approxi¬ 
mately $6 million in tax provided on undistributed earnings in 
one of our foreign investments which we intend to repatriate 
to the U.S. We have made the determination to repatriate 
such earnings as the result of The American Jobs Creation 
Act of 2004 which became law on October 22, 2004 (the 
"Act”). The Act allows a dividends received deduction of 
85% of repatriated qualified foreign earnings in fiscal year 
2005. The $6 million in tax is being provided as a result of 
our determination to repatriate approximately $110 million at 
December 25, 2004. In accordance with FASB Staff Position 
109-2, "Accounting and Disclosure Guidance for the Foreign 
Earnings Repatriation Provisions within the American Jobs 
Creation Act of 2004,” we continue to evaluate whether we 
will now repatriate other undistributed earnings from foreign 
investments as a result of the Act. The range of additional 
amounts that we might repatriate through the Act’s effective 
date is $0 to approximately $400 million. The associated tax 
if such amounts were repatriated in accordance with the Act 
would range from $0 to $20 million. We will complete the 
evaluation of which of these earnings we will repatriate, If any, 
during 2005. 

Taxes payable were reduced by $102 million, $26 million 
and $49 million in 2004, 2003 and 2002, respectively, as a 
result of stock option exercises. 

Valuation allowances related to deferred tax assets in 
foreign countries increased by $45 million, $19 million and 
$6 million in 2004, 2003 and 2002, respectively. Valuation 
allowances in certain states increased by $6 million 
($4 million, net of federal tax) and $1 million ($1 million, 
net of federal tax) in 2003 and 2002, respectively. These 
increases were as a result of determining that it is more likely 
than not that certain loss carryforwards will not be utilized 
prior to expiration. 

In 2004, the deferred foreign tax provision included a 
$1 million credit to reflect the impact of changes in statu¬ 
tory tax rates in various countries. The deferred foreign tax 
provision for 2002 included a $2 million credit to reflect the 
impact of changes in statutory tax rates in various countries. 


U.S. and foreign income before income taxes are set 


forth below: 

2004 

2003 

2002 

U.S. 

$ 704 

$ 669 

$ 665 

Foreign 

322 

217 

193 


$ 1,026 

$ 886 

$ 858 

The reconciliation of income taxes calculated at the U.S. 

federal tax statutory rate to our effective tax rate is set forth 

below: 

2004 

2003 

2002 

U.S. federal statutory rate 

35.0% 

35.0% 

35.0% 

State income tax, 
net of federal tax benefit 

1.3 

1.8 

2.0 

Foreign and U.S. tax effects 
attributable to foreign operations 

(5.8) 

(3.6) 

(2.8) 

Adjustments to reserves 
and prior years 

(6.7) 

(1-7) 

(1-8) 

Foreign tax credit amended 
return benefit 


(4.1) 


Valuation allowance additions 
(reversals) 

4.2 

2.8 

_ 

Other, net 

(0.1) 

— 

(0.3) 

Effective income tax rate 

27.9% 

30.2% 

32.1% 


The adjustments to reserves and prior years in 2004 was 
primarily driven by the reversal of reserves associated with 
audits that were settled. 

We amended certain prior year returns in 2003 upon our 
determination that it was more beneficial to claim credit on 
our U.S. tax returns for foreign taxes paid than to deduct such 
taxes, as had been done when the returns were originally filed. 
The benefit for amending such returns will be non-recurring. 

The details of 2004 and 2003 deferred tax liabilities 
(assets) are set forth below: 



2004 

2003 

Intangible assets and property, 



plant and equipment 

$ 153 

$ 131 

Other 

209 

126 

Gross deferred tax liabilities 

$ 362 

$ 257 

Net operating loss and tax credit carryforwards 

$(231) 

$(231) 

Employee benefits 

(111) 

(105) 

Self-insured casualty claims 

(46) 

(52) 

Capital leases and future rent obligations 
related to sale-leaseback agreements 

(25) 

(20) 

Various liabilities and other 

(479) 

(362) 

Gross deferred tax assets 

(892) 

(770) 

Deferred tax asset valuation allowances 

351 

183 

Net deferred tax assets 

(541) 

(587) 

Net deferred tax (assets) liabilities 

$(179) 

$(330) 

Reported in Consolidated Balance Sheets as: 

Deferred income taxes 

$(156) 

$(165) 

Other assets 

(89) 

(178) 

Other liabilities and deferred credits 

52 

— 

Accounts payable and other current liabilities 

14 

13 


$(179) 

$(330) 
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Federal income tax receivables of $59 million were 
included in prepaid expenses and other current assets at 
December 25, 2004. 

We have previously not provided deferred tax on the 
undistributed earnings from our foreign investments, except 
for amounts to be repatriated as a result of the Act, as we 
believed they were permanent in nature. We estimate that 
our total net undistributed earnings upon which we have 
not provided deferred tax total approximately $300 million 
at December 25, 2004, A determination of the deferred tax 
liability on such earnings is not practicable. 

We have available net operating loss and tax credit carry¬ 
forwards totaling approximately $1.7 billion at December 25, 

2004 to reduce future tax of YUM and certain subsidiaries. 
The carryforwards are related to a number of foreign and state 
jurisdictions. Of these carryfonwards, $30 million expire in 

2005 and $1.3 billion expire at various times between 2006 
and 2023. The remaining carryforwards of approximately 
$400 million do not expire. 


REPORTABLE OPERATING SEGMENTS 

We are principally engaged in developing, operating, fran¬ 
chising and licensing the worldwide KFC, Pizza Hut and Taco 
Bell concepts, and since May 7, 2002, the LJS and A&W 
concepts, which were added when we acquired YGR, KFC, 
Pizza Hut, Taco Bell, US and A&W operate throughout the U.S. 
and in 88, 85, 10, 3 and 12 countries and territories outside 
the U.S., respectively. Our five largest international markets 
based on operating profit in 2004 are China, United Kingdom, 
Australia, Asia Franchise and Korea. At December 25, 2004, 
we had investments in nine unconsolidated affiliates outside 
the U.S. which operate principally KFC and/or Pizza Hut 
restaurants. These unconsolidated affiliates operate in China, 
Japan, Poland and the United Kingdom. 

We identify our operating segments based on management 
responsibility within the U.S. and International. For purposes 
of applying SFAS No. 131, “Disclosure About Segments of 
An Enterprise and Related Information" (“SFAS 131") in the 
U.S., we consider US and A&W to be a single segment. We 
consider our KFC, Pizza Hut, Taco Bell and US/A&W operating 
segments in the U.S. to be similar and therefore have aggre¬ 
gated them, into a single reportable operating segment. 

Revenues 2004 2003 2002 

United States $ 5,763 $ 5,655 $ 5,347 

Internationa 1 3,248 2,725 2,410 

$ 9,011 $ 8.380 S 7 757 



Operating Profit; 
Interest Expense, Net; 


and Income Before Income Taxes 

2004 

2003 

2002 

United States 

$ 777 

$ 812 

$ 802 

International^ 3 

542 

441 

361 

Unallocated and corporate expenses 

(204) 

(179) 

(178) 

Unallocated other income (expense) 

(2) 

(3) 

(1) 

Unallocated facility actions^ 

12 

4 

19 

Wrench litigation income (expense) (d1 

14 

(42) 

— 

AmeriServe and other 

(charges) credits' <J;i 

16 

26 

27 

Total operating profit 

1,155 

1,059 

1,030 

Interest expense, net 

(129) 

(173) 

(172) 

Income before income taxes and 
cumulative effect of 

accounting change 

$ 1,026 

$ 886 

$ 858 

Depreciation and Amortization 

2004 

2003 

2002 

United States 

$ 267 

$ 240 

$ 228 

International 

168 

146 

122 

Corporate 

13 

15 

20 


$ 448 

$ 401 

$ 370 

Capital Spending 

2004 

2003 

2002 

United States 

$ 365 

$ 395 

$ 453 

International 

239 

246 

295 

Corporate 

41 

22 

12 


$ 645 

$ 663 

$ 760 

Identifiable Assets 

2004 

2003 

2002 

United States 

$ 3,316 

$ 3,279 

$ 3,285 

International 163 

2,054 

1,880 

1,732 

Corporate 1 * 3 

326 

461 

383 


$ 5,696 

$ 5,620 

$ 5,400 

Long-Lived Assets^ 

2004 

2003 

2002 

United States 

$ 2,900 

$ 2,880 

$ 2,805 

International 

1,340 

1,206 

1,021 

Corporate 

99 

72 

60 


$ 4,339 

$ 4,158 

$ 3,886 


(@1 Induces revenues of $903 miHi in, $703 million cl! d $331 million in Mainland 
Chino for ^004, 2003 and 2002, respectively. 

(o; Includaa aqu ty ■ .■ 'ne of unconsolidated affiliates of $57 mlItfon, $44 million 3nd 
$31 million in 2004, 2003 and ^u02, respectively, 

(c) Unallocated facility actions comp: ses refranchismg gains (losses) which are 
not allocated to the U.S. or International segments for performance reporting 
purposes 

(d) See Note 7 for a discussion of AmeriServe and other (charges) credits and Note 24 
for a discussion of Wrench litigation 

(e) Includes investment n unconsolidated affiliates of $194 million, $132 million 
and $225 'million for 2004, 2003 and 2002, respectively. On November 10, 
2003, we dissolved our unconsolidated affiliate in Canada. See Note 8 for furthe r 
discussion. 

(f) Primarily includes deferred tax assets, property, plant and equipment, net, related 
to our offior facilities, taxes receivable and fair value ol derivative instruments, 

igi Includes property, plant and equipment, net; goodwill; and in tang: fete assets, net, 


See Note 7 for additional operating segment disclosures 
related to impairment, store closure costs and the carrying 
amount of assets held for sale. 












GUA Ft ANTEE5 ^ CO M M j T jWENT5 AMD CONTINGENCIES 

Lease Guarantees and Contingencies As a result of (a) 
assigning our interest in obligations under real estate leases as 
a condition to the refranchising of certain Company restaurants; 
(b) contributing certain Company restaurants to unconsoli¬ 
dated affiliates; and (c) guaranteeing certain other leases, we 
are frequently contingently liable on lease agreements. These 
leases have varying terms, the latest of which expires in 2031. 
As of December 25, 2004 and December 27, 2003, the poten- 
al amount of undiscounted payments we could oe required 
to make in the event of non-payment by the primary lessee 
was $365 million and $393 million, respectively. The present 
values of these potential payments discounted at our pre-tax 
cost of debt at December 25, 2004 and December 27, 2003 
were $306 million and $312 million, respectively. Our franchi¬ 
sees are the primary lessees under the vast majority of these 
leases. We generally have cross-default provisions with these 
franchisees that would put them in default of their franchise 
agreement in the event of non-payment under the lease. We 
believe these cross-default provisions significantly reduce the 
nsk that we will be required to make payments under these 
leases. Accordingly, the liability recorded for our exposure 
under such leases at December 25, 2004 and December 27, 

2003 was not material. 

Included in the potential payments described above are 
contingent liabilities related to our guarantees of lease agree¬ 
ments of certain former non-core businesses of PepsiCo 
which were sold prior to Spin-off. Two of these businesses, 
Chevys Mexican Restaurant and Hot 'n Now filed for bank¬ 
ruptcy protection in October 2003 and January 2004, 
respectively. We believe that we have appropriately provided 
for our estimated probable exposure under these guarantees 
and we do not expect any necessary, future adjustments to 
recorded reserves to have a material impact on our Financial 
Statements. Any related expenses have been recorded as 
AmeriServe and other charges (credits) in our Consolidated 
Income Statement. 

Guarantees Supporting Financial Arrangements of Franchisees. 
Unconsolidated Affiliates and Other Third Parties We had 

provided approximately $16 million and $32 million of partial 
guarantees of two franchisee loan pools related primarily to 
the Company’s historical refranchising programs and, to a 
lesser extent, franchisee development of new restaurants, at 
December 25, 2004 and December 27, 2003, respectively. 
In support of these guarantees, we posted letters of credit 
of $4 million and $32 million at December 25, 2004 and 
December 27, 2003, respectively. We also provided a standby 
letter of credit of $18 million and $23 million at December 25, 

2004 and December 27, 2003, respectively, under which we 
could potentially be required to fund a portion of one of the 
franchisee loan pools. The total loans outstanding under these 
loan pools were approximately $90 million at December 25, 
2004. In 2004, approximately $26 million of loans were 
sold from one of the loan pools to the other resulting in a 



reduction of our related guarantees and letters of credit by 
$16 million. Additionally, in 2004 a $12 million letter of credit 
related to our guarantee of one of the loan pools was elimi¬ 
nated based on our improved credit ratirg and a third party 
assumed a portion of the risk associated with one of the loan 
pools resulting in a $5 million reduction of our standby letter 
of credit. These changes resulted in a $21 million decrease in 
our maximum exposure related to the franchisee loan pools. 

Any funding under the guarantees or letters of credit 
would be secured by the franchisee loans and any related 
col lateral. We believe that we have appropriately provided for 
our estimated probable exposures under these contingent 
liabilities. These provisions were primarily charged to net 
refranchising loss (gain). New loans are not currently being 
added to either loan pool. 

We have guaranteed certain lines of credit and loans of 
unconsolidated affiliates totaling $34 million and $28 million 
at December 25, 2004 and December 27, 2003, respec¬ 
tively. Our unconsolidated affi' : ates had total revenues of 
over $1.7 billion for the year ended December 25, 2004 
and assets and debt of approximately $884 million and 
$49 million, respectively, at December 25, 2004. 

We have also guaranteed certain lines of credit, loans and 
letters of credit of third parties totaling $9 million and $8 million 
at December 25, 2004 and December 27, 2003, respectively. 
If all such lines of credit and letters of credit were fully drawn 
the maximum contingent liability under these arrangements 
would be approximately $26 million as of December 25, 2004 
and $25 million as of December 27, 2003. 

We have varying levels of recourse provisions and collat¬ 
eral that mitigate me risk of loss related to our guarantees 
of these financial arrangements of unconsolidated affiliates 
and other third parties. Accordingly, our recorded liability 
as of December 25, 2004 and December 27, 2003 is not 
significant. 

Insurance Programs We are self-insured for a substantial 
portion of our current and prior years’ coverage including 
workers’ compensation, employment practices liability, 
general liability, automobile liability and property losses 
(collectively, "property and casualty losses”). To mitigate 
the cost of our exposures for certain property and casualty 
losses, we make annual decisions to self-insure the risks of 
loss up to defined maximum per occurrence retentions on a 
line by line basis or to combine certain lines of coverage into 
one loss pool with a single self-insured aggregate retention. 
The Company then purchases insurance coverage, up to a 
certain limit, for losses that exceed the self-insurance per 
occurrence or aggregate retention. The insurers’ maximum 
aggregate loss limits are significantly above our actuarially 
determined probable losses; therefore, we believe the likeli¬ 
hood of losses exceeding the insurers' maximum aggregate 
loss limits is remote. 

In the U.S. and in certain other countries, we are also 
self-insured for healthcare claims for eligible participating 
employees subject to certain deductibles and limitations. We 
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have accounted for our retained liabilities for property and 
casualty losses and healthcare claims, incl iding reported 
and incurred but not reported claims, based on information 
provided by independent actuaries. 

Due to the inherent volatility of actuarial y determined 
property and casualty loss estimates, it is reasonably 
possible that we could experience changes in estimated 
losses which could be material to our growth in quarterly 
and annual net income. We believe that we have recorded 
reserves for property and casualty losses at a level which 
has substantially mitigated the potential negative impact of 
adverse developments and/or volatility. 

Change of Control Severance Agreements The Company 
lias severance agreements with certain key executives (the 
“Agreements") that are renewable on an annual basis. These 
Agreements are triggered by a termination, under certain 
conditions, of me executive's employment following a change 
in control of the Company, as defined in the Agreements. If 
triggered, ihe affected executives would generally receive 
twice the amount of both their annual base salary and their 
annual incentive, at the higher of target or aciual for the 
preceding year, a orooortionaLe bonus at ;he higher of target 
or actual performance earned through the date of termina¬ 
tion, outplacement services and a tax gross-up for any excise 
taxes. These Agreements have a three-year term and auto¬ 
matically renew each January 1 for another three-year term 
unless the Company elects not to renew the Agreements. If 
these Agreements had been triggered as of December 25, 
2004, payments of approximately $34 million vvoulo have 
been made. In the event of a change of control, raobi trusts 
would be established and used to provide payouts under 
existing deferred and incentive compensation plans. 

Litlgatio We are subject to various claims and contin¬ 
gencies related to lawsuits, faxes, environmental and other 
matters arising out of the normal course of business. 

On August 13, 2003, a class action lawsuit against Pizza 
Hut, Inc., entitled Coidiron v, Pizza Huh Inc., was filed in the 
United States District Court, Central District of California. 
Plaintiff alleges that she and other current and former Pizza 
Hut Restaurant General Managers (“ROM's") were improperly 
classified as exempt employees under the U.S. Fair Labor 
Standards Act ("FLSA"). There is also a pendent state law 
claim, alleging that current and former RGM's in California 
were misclassified under that stare’s law. Plaintiff seeks 
unpaid overtime wages and penalties. On May 5, 2004, the 
District Court granted conditional certification of a nation¬ 
wide class of RGM's under the FLSA claim, providing notice 
to prospective class members and an opportunity to join the 
class. Approximately 10 percent of the eligible class me -fibers 
have joined the litigation. Once class certification discovery 
is completed, Pizza Hut intends to challenge the propriety of 
conditional class certification. On July 20, 2004, th r : District 
Court granted summary judgment on Ms. Coidiron's indi¬ 
vidual FLSA claim. Pizza Hut believes that the District Court’s 
summary judgment ruling in favor of Ms. Coidiron is clearly 


erroneous under well-established legal precedent. As of 
February 23, 2005 ; Ms. Co-'diron has also filed a motion to 
certify an additional class of current and foumer California 
RGM's under Ca'ifornia state law, a motion tor sjmmary 
judgment on her individual state law claims and a motion 
requesting that the District Court enter summary judgment on 
the damages that FLSA class members would be due upon 
successful prosecution of the class-wide litigation. Pizza Hut 
is opposing all three motions. 

We continue to believe that Pizza Hut has properly clas¬ 
sified its RGM’s as exempt under the FLSA and California law 
and accordingly intend to vigorously defend against all claims 
in this lawsuit. However, : n view of the inherent uncertainties 
of litigation, the outcome of this case cannot be predicted at 
this time. Likewise, the amount of any potential less cannot 
be reasonably estimated. 

On December 17, 2002, Taco Bel! was named as the 
defendant in a class action lawsuit filed in the United States 
District Court for the Northern District of California entitled 
Moeller ; et al. v. Taco Bell Corp. On August 4, 2003, plain 
tiffs filed an amended complaint that alleges, among other 
things, that Taco Beil has discriminated against the c4ass 
or people who use wheelchairs or scooters for mobility by 
failing to make its approximately 220 company-owned restau¬ 
rants in California (the “California Restaurants”) accessible 
to the class. Plaintiffs contend that queue rails and other 
architectural and structural elements of the Taco Bell restau¬ 
rants relating to the path of travel and use of the facilities by 
persons with mobility-related disabilities (including parking 
spaces, ramps, counters, restroom facilities and seating) do 
not comply with the U.S. Americans with Disabilities Act ithe 
“ADA”), the Unruh Civil Rights Act (the "Unruh Act”), and the 
California Disabled Persons Act (the “CDPA"). Plaintiffs have 
requested: (a) an injunction from the District Court ordering 
Taco Bell to comply with the ADA and rts imp'ementing regula¬ 
tions; (b) that the District Court declare Taco Bell In violation 
of the ADA, the Unruh Act, ana the CDPA; and (c) monetary 
relief under the Unruh Act oi CDPA. Plaintiffs, on behalf of 
the class, are seeking the minimum statutory damages per 
offense o: either $4,000 under the Unruh Act or $1,000 under 
the CDPA for each aggrieved member of the class. Plaintiffs 
contend that there may be in excess of 100,000 individuals 
in the class. For themselves, the four named plaintiffs have 
cla med aggregate minimum statutory damages of no less 
than $16,000. but are expected to claim greater amounts 
based on the number of Taco Bel! outlets they visited at 
which ihey claim to have suffered discrimination. 

On February 23, 2004, the District Court granted 
Plaintiffs' motion for class certification. The District Court 
certified a Rule 23(b)(2) mandatory injunctive relief class of 
all individuals with disabilities who use wheelchairs or electric 
scooters for mobility who, at any time on or after December 17, 
2001, were denied, or are currently being denied, on the basis 
of disability, the full and equal enjoyment of the California 
Restaurants. The class includes claims fur injunctive relief 
and minimum statutory damages. 


Pursuant to the parties' agreement, on or about August 31, 
2004, the District Court ordered that the trial of this action 
be oifurcated so that stage one will resolve Plaintiffs' claims 
for equitable relief and stage two will resolve Plaintiffs' claims 
for damages. The parties are currently proceeding with the 
equitable relief stage of this action. During this stage, Taco 
Bell filed a motion to partially decertify the class to exclude 
from the Rule 23(b)(2) class claims for monetary damages. 
The District Court denied the motion. Plaintiffs filed their own 
motion for partial summary judgment as to liability relating 
to a subset of the California Restaurants. The District Court 
denied that motion as well. 

Taco Bell has denied liability and intends to vigorously 
defend against all claims in this lawsuit. Although this lawsuit 
is at an early stage in the proceedings, it is likely that certain 
of the California restaurants will be determined to be not fully 
compliant with accessibility laws and that Taco Bell will be 
required to take certain steps to make these restaurants fully 
compliant. However, at this time, it is not possible to estimate 
with reasonable certainty the potential costs to bring any 
non-compliant California Restaurants into compliance with 
applicable state and federal disability access laws. Nor is it 
possible at this time to estimate with reasonable certainty 
the probability or amount of liability for monetary damages on 
a class-wide basis to Taco Bell. 

On January 16, 1998, a lawsuit against Taco Bell Corp., 
entitled Wrench LLC, Joseph Shields and Thomas Rinks v , Taco 
Be// Corp . ("Wrench") was filed in the United States District 
Court for the Western District of Michigan. The lawsuit 
alleged that Taco Bell Corp. misappropriated certain ideas 
and concepts used in its advertising featuring a Chihuahua. 
The plaintiffs sought to recover monetary damages under 
several theories, including breach of implied-in-fact contract, 
idea misappropriation, conversion and unfair competition. On 
June 10,1999, the District Court granted summary judgment 
in favor of Taco Bell Corp. Plaintiffs filed an appeal with the 
U.S. Court of Appeals for the Sixth Circuit, and oral argu¬ 
ments were held on September 20, 2000. On July 6, 2001, 
the Sixth Circuit Court of Appeals reversed the District Court’s 
judgment in favor of Taco Bell Corp. and remanded the case 
to the District Court. Taco Bell Corp. unsuccessfully petitioned 
the Sixth Circuit Court of Appeals for rehearing en banc, and 
its petition for writ of certiorari to the United States Supreme 
Court was denied on January 21,2002. The case was returned 
to District Court for trial which began on May 14, 2003 and on 
June 4, 2003 the jury awarded $30 million to the plaintiffs. 
Subsequently, the plaintiffs moved to amend the judgment to 
include pre-judgment interest and post-judgment interest and 
Taco Bell filed its post-trial motion for judgment as a matter of 
law or a new trial. On September 9, 2003, the District Court 
denied Taco Bell's motion and granted the plaintiff's motion 
to amend the judgment. 


In view of the jury verdict and subsequent District Court 
ruling, we recorded a charge of $42 million in 2003. We 
appealed the verdict to the Sixth Circuit Court of Appeals and 
interest continued to accrue during the appeal process. Prior 
to a ruling from the Sixth Circuit Court of Appeals, we settled 
this matter with the Wrench plaintiffs on January 15, 2005. 
Concurrent with the settlement with the plaintiffs, we also 
settled the matter with certain of our insurance carriers. As a 
result of these settlements, reversals of previously recorded 
expense of $14 million were recorded in the year ended 
December 25, 2004. The amount to be paid to the plain¬ 
tiffs per the settlement agreement is included in accounts 
payable and other current liabilities in our Consolidated 
Balance Sheet. 

We intend to seek additional recoveries from our other 
insurance carriers during the periods in question. We have also 
filed suit against Taco Bell's former advertising agency in the 
United States District Court for the Central District of California 
seeking reimbursement for the settlement amount as well as 
any costs that we have incurred in defending this matter. Any 
additional recoveries will be recorded as they are realized. 

Obligations to PepsiCo, inc> AftflT Spin-off In connection 
wiin the Spin-off, we entered into separation and other related 
agreements (the "Separation Agreements") governing the 
Spin-off and our subsequent relationship with PepsiCo. These 
agreements provide certain indemnities to PepsiCo. 

Under terms of the agreement, we have indemnified 
PepsiCo for any costs or losses it incurs with respect to all 
letters of credit, guarantees and contingent liabilities relating 
to our businesses under which PepsiCo remains liable. As 
of December 25, 2004, PepsiCo remains liable for approxi¬ 
mately $39 million on a nominal basis related to these 
contingencies. This obligation ends at the time PepsiCo 
is released, terminated or replaced by a qualified letter of 
credit. We have not been required to make any payments 
under this indemnity. 

Under the Separation Agreements, PepsiCo main¬ 
tains full control and absolute discretion with regard to any 
combined or consolidated tax filings for periods through 
October 6, 1997. PepsiCo also maintains full control and 
absolute discretion regarding any common tax audit issues. 
Although PepsiCo has contractually agreed to, in good faith, 
use its best efforts to settle all joint interests in any common 
audit issue on a basis consistent with prior practice, there 
can be no assurance that determinations made by PepsiCo 
would be the same as we would reach, acting on our own 
behalf. Through December 25, 2004, there have not been 
any determinations made by PepsiCo where we would have 
reached a different determination. 
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SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED) 



2004 

First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 

Total 

Revenues: 






Company sales 

$ 1,747 

$ 1,846 

$ 1,935 

$ 2,464 

$ 7,992 

Franchise and license fees 

223 

231 

244 

321 

1,019 

Total revenues 

1,970 

2,077 

2,179 

2,785 

9,011 

Wrench litigation (income) expense 

— 

— 

— 

(14) 

(14) 

AmeriServe and other charges (credits) 


(14) 

— 

(2) 

(16) 

Total costs and expenses, net 

1,727 

1,802 

1,888 

2,439 

7,856 

Operating profit 

243 

275 

291 

346 

1,155 

Net income 

142 

178 

185 

235 

740 

Diluted earnings per common share 

0.47 

0.58 

0.61 

0.77 

2.42 

Dividends declared per common share 

— 

0.10 

— 

0.20 

0.30 


2003 

First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 

Total 

Revenues: 






Company sales 

$ 1,597 

$ 1,723 

$ 1,765 

$ 2,356 

$ 7,441 

Franchise and license fees 

205 

213 

224 

297 

939 

Total revenues 

1,802 

1,936 

1.989 

2,653 

8 t 38Q 

Wrench litigation (income) expense 


35 

7 

— 

42 

AmeriServe and other charges (credits) 

— 

2 

(3) 

(25) 

(26) 

Total costs and expenses, net 

1,585 

1,716 

1,720 

2,300 

7,321 

Operating profit 

217 

220 

269 

353 

1,059 

income before cumulative effect of accounting change 

118 

122 

164 

214 

618 

Cumulative effect of accounting change, net of tax 

(1) 


— 

— 

(1) 

Net income 

117 

122 

164 

214 

617 

Diluted earnings per common share 

0.39 

0.40 

0.53 

0.70 

2.02 


In the fourth quarter of 2004, we recorded an $11.5 million ($7 million after tax) adjustment primarily through increased U.S. 
depreciation expense so that all of our leasehold improvements are now being depreciated over the shorter of their useful lives 
or the underlying term of the lease. See Note 2. 

See Note 24 for details of Wrench litigation and Note 7 for details of AmeriServe other charges (credits). 



Management’s Responsibility for Financial Statements and 
Management's Report on Internal Control Over Financial Reporting 


MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL STATEMENTS 


To Our Shareholders: 

We are responsible for the preparation, Integrity and fair presentation of the Consolidated Financial Statements, relateo notes 
and other information included in this annual report. The financial statements were prepared in accordance with accounting 
principles generally accepted in the United States of Amei ca and include certain amounts based upon o. r estimates and 
assumptions, as required. Other financial information presented in the annual report s derived from fhe financial statements. 

We maintain a system or internal control over financial reporting, designed to provide reasonable assurance as to the reli¬ 
ability of the financial statements, as well as to safeguard assets from unauthorized use or disposition. The system is supported 
by formal po icies and procedures, including an active Code of Conduct program intended :o ensure employees adhere to the 
highest standards of personal arid professional integrity. We have conducted an evaluation of the effectiveness of our internal 
control over financial reporting based on the framework in Internal Control — Integrated Framework issued uv the Committee of 
Sponsoring Organizations of the Treadway Commission. Baser: on our evaluation, we concluded that our internal control over 
finane.a reporting was effective as of December 25, 2004. Our Internal audit function monitors ana reports on the adequacy of 
and compliance with the internal control system, and appropriate actions are taken to address significant control deficiencies 
and other opportunities for improving the system as they arc identified. 

The Consolidated Financial Statements have been audited and reported on by our independent auditors, KPMG LLP who 
were given free access to all financial records and related data, including minutes of the meetings of the Board of Directors 
and Committees of the Board. We believe that management representations made to the independent auditors were valid and 
appropriate. Additionally, our assessment of the effectiveness of our internal control over financial reporting has been audited 
and reported on by KPMG LLP 

The Audit Committee of the Board of D-rectcrs, which is composed solely o* outside directors, proMdes oversight to our finan¬ 
cial reporting process and our controls to safeguard assets through periodic rnee +: ogs with our independent auditors, Internal 
auditors and management. Doth our independent auditors and internal auditors have free access to the Audit Cornu dtee. 

Although no cost-effective internal control system will preclude all errors and irregularities, we believe our controls as of 
December 25, 2004 provide reasonable assurance that our assets are reasonaoly safeguarded. 




Gregory* N, Moore 

Senioi vice President and Controller 


David J. Deno 

Chief Finance Officer and Chief Operating Officer 


MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING 

Gur management is responsible for establishing and maintaining adequate internal control over financial reporting, as such 
term is defined in Rules 13a-15(f) under the Securities Exchange Act of 1934. Under the supervision and with the participation 
of our management, including our principal executive officer and principal financial officer, we conducted an evaluation of the 
effectiveness o' our infernal controls over financial reporting based on the framework in internal Control— integrated Framework 
issued by the Committee of Sponsoring Organizations of the headway Commission. Based on our evaluation under the frame¬ 
work in internal Control — Integrated Framework, our management concluded thai our internal control over financial reporting was 
effective as of December 25, 2004. Gur management's assessment of the effectiveness of our internal control over financial 
reporting as of December 25, 2004 has been audited by KPMG LLP, an independent registered public accounting firm, as stated 
in 'heir report which is included herein. 








Report of Independent Registered Public Accounting Firm 


Yum^ Brands. inc 


The Board of Directors and Shareholders 
YUM! Brands, Inc.: 

We have audited the accompanying consolidated balance sheets of YUM! Brands, Inc. and Subsidiaries (“YUM") as of 
December 25, 2004 and December 27 r 2003, and the related consolidated statements of income, cash flows, and share¬ 
holders’ equity and comprehensive income for each of the years in the three-year period ended December 25, 2004. These 
consolidated financial statements are the responsibility of YUM’s management. Our responsibility is to express an opinion on 
these consolidated financial statements based on our audits. 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan anu perform the audit to obtain reasonable assurance about whether tne financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amou-ts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement nresentation. We believe that our audits 
provide a reasonable basis for our opinion. 

In our ooinion, the consolidated financial statemerils referred to above present fairly, in all material respects, the 
financial position of YUM as of December 25, 2004 and December 27, 2003, and the results of its operations and Us cash 
flows for each of the years in the three-year period ended December 25, 2004, in conformity with U.S. generally accepted 
accounting principles. 

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), 
the effectiveness of YUM’s internal control over financial reporting as of December 25, 2004 based on criteria established 
in fnternai Control — Integrated Framework issued oy the Committee cf Sponsoring Organizations of the Treadway Commission 
(COSO), and our report dated February 28, 2005 expressed an unqualified opinion on management's assessment of, and the 
effective operation of, internal control over financial report ng 



KPMG LLP 

Louisville, Kentucky 
February 28, 2005 


Report of Independent Registered Public Accounting Firm 


The Board of Directors and Shareholders 
YUM! Brands, Inc.: 

We have audited management's assessment, included in Management's Report on Internal Control over Financial Reporting, 
appearing on page 74 of the Company's Annual Report for the fiscal year ended December 25, 2004, that YUM! Brands, Inc. and 
Subsidiaries (“YUM") maintained effective internal control over financial reporting as of December 25, 2004, based on criteria 
established in /nterna/ Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway 
Commission (COSO). YUM's management is responsible for maintaining effective internal control over financial reporting and 
for its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express an opinion 
on management’s assessment and an opinion on the effectiveness of the Company’s internal control over financial reporting 
based on our audit. 

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective 
internal control over financial reporting was maintained in all material respects. Our audit included obtaining an understanding of 
internal control over financial reporting, evaluating management’s assessment, testing and evaluating the design and operating 
effectiveness of internal control, and performing such other procedures as we considered necessary in the circumstances. We 
believe that our audit provides a reasonable basis for our opinion. 

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reli¬ 
ability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted 
accounting principles. A company's internal control over financial reporting includes those policies and procedures that (1) pertain 
to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets 
of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial 
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are 
being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable assur¬ 
ance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets that could 
have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, 
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate 
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. 

In our opinion, management's assessment that YUM maintained effective internal control over financial reporting as of 
December 25, 2004, is fairly stated, in all material respects, based on criteria established in Internal Control — Integrated 
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). Also, in our opinion, 
YUM maintained, in all material respects, effective internal control over financial reporting as of December 25, 2004, based 
on criteria established in Internal Control —Integrated Framework issued by the Committee of Sponsoring Organizations of the 
Treadway Commission (COSO). 

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), 
the consolidated balance sheets of YUM as of December 25, 2004 and December 27, 2003, and the related consolidated state¬ 
ments of income, cash flows, and shareholders' equity and comprehensive income for each of the years in the three-year period 
ended December 25, 2004, and our report dated February 28, 2005, expressed an unqualified opinion on those consolidated 
financial statements. 



KPMG LLP 

Louisville, KY 
February 28, 2005 


Selected Financial Data 


Yumi Brands. Inc. 


Fiscal Year 


(in millions, except per share and unit amounts) 

2004 

2003 

2002 

2001 

2000 

Summary of Operations 






Revenues 






Company sales 

$7,992 

$ 7,441 

$6,891 

$ 6,138 

$ 6,305 

Franchise and license fees 

1,019 

939 

866 

815 

788 

Total 

9,011 

8,380 

7,757 

6.953 

7,093 

Facility actions v 

(26) 

(36) 

(32) 

(1) 

176 

Wrench litigation income (expense) 

14 

(42) 

— 

— 

— 

AmeriServe and other (charges) credits' : 

16 

26 

27 

3 

(204) 

Operating profit 

1,155 

1,059 

1,030 

891 

860 

Interest expense, net 

129 

173 

172 

158 

176 

Income before income taxes and 






cumulative effect of accounting change 

1,026 

886 

858 

733 

684 

Income before cumulative effect of accounting change 

740 

618 

583 

492 

413 

Cumulative effect of accounting change, net of tax 101 

— 

(1) 

— 

— 

— 

Net income 

740 

617 

583 

492 

413 

Basic earnings per common share (a) (b) (c) * (e) (f) (g) (h) 

2.54 

2.10 

1.97 

1.68 

1.41 

Diluted earnings oer common share 1 

2 42 

2.02 

1.88 

1.62 

1.39 




Cash Flow Data 


Provided by operating activities 

Capital spending, excluding acquisitions 

Proceeds from refranchising of restaurants 

$1,131 

645 

140 

$ 1,053 
663 

92 

$ 1,088 

760 

81 

$ 832 

636 

111 

$ 491 

572 
381 

Balance Sheet 

Total assets 

Long-term debt 

Total debt 

$5,696 

1,731 

1,742 

$ 5,620 
2,056 
2,066 

$ 5,400 

2,299 

2.445 

$4,425 

1,552 

2.248 

$ 4,149 
2,397 
2.487 

Other Data 






Number of stores at year end 






Company 

7,743 

7,854 

7,526 

6,435 

6,123 

Unconsolidated Affiliates 

1,662 

1,512 

2,148 

2,000 

1,844 

Franchisees 

21,858 

21,471 

20,724 

19,263 

19,287 

Licensees 

2,345 

2,362 

2,526 

2,791 

3,163 

System 

33.608 

33,199 

32,924 

30,489 

30 417 

U.S. Company blended same store sales growth' 0 

3% 

_ 

2% 

1% 

(2)% 

International system sales growth [e> 






Reported 

15% 

14% 

8% 

1% 

6% 

Local currency 1 ^ 

9% 

7% 

9% 

8% 

8% 

Shares outstanding at year end" 

290 

292 

294 

293 

293 

Cash dividends declared per common share 

$ 0.30 

— 

— 

— 

— 

Market price per share at year end 1 *' 

$46.27 

$33.64 

$ 24.12 

$ 24.62 

$ 16.50 


Fiscal years 2004, 2003. 2002 sind 2001 include 52 weeks and fiscal ysar 2000 includes b3 weeks. From May 7, 2002, results include Long john Silver's (' lJS") and A&W 
All-American Food Restaurants C'A&W''), which were added when we acquired Yorkshire Global Restaurants, Inc. Fiscal year 2002 includes the impact of the adoption of 
Statement of Financial Accounting Slant -rds (SFAS") No. 142, “Goodwil, and Other intangible Assets" ("SFAS 142'"). As a result we ceased amortization of goodwl! and 
indefinite lived assets beginning December 30, 2001. If SFAS 142 had been effective for 2001 and 2000, reported net mcome would have increased $26 million and $24 million, 
respectively. Both basic earnings per share and diluted earnings per share would have increased $0,09 and $0.08 m 2001 and 2000, respectively. T^e selected financin' data 
should be read in conjunction with the Consolidated Financial Statements and the Notes thereto. 

(a) See Note 7 to the Consolidated Financial Statements for a descriptor, of Facility actions in 2004. 2003 and 2002 

(b) See Note 24 to the Consolidated Financial Statements for a description of Wrench litigation m 2004 and 2003. 

(c) See Note 7 to the Consolidated Financial Statements for a description of AmeriServe and other charges (credits) in 2004. 2003 and 2002. 

•(d) Fiscal year 2003 includes the impact of the adoption of SFAS No. 143, “Accounting for Asset Retirement Obligations/' See Note 2 to the Consolidated Financial Statements 
for further discussion. 

(e) Per share and share amounts have been adjusted to reflect the two-for-one stock split distributed on June 17, 2002, 

(f) U.S. Company blended same store sales growth includes the results of Company owned KFC. Pizza Hut and Taco Bell restaurants that have been open one year or more. LJS 
and A&W are not included. 

(g) International system safes growth includes the results of all international restaurants regardless of ownership, including Company owned, franc hi se, unconsolidated affiliate 
and license restaurants. Sales of franchise, unconsolidated effniate arwS license restaurants generate franchise and license fees for the Company (typically at a rate of 4 % 
to 6% of sales). Franchise, unconsolidated affiliate and license restaurant sales are not included m Company sales we present on the Consolidated Statements of Income; 
however, the fees are included in the Company's revenues. We believe system sales growth is useful to investors as a significant indicator of the overall strength of our 
business as it incorporates all our revenue drivers. Company and franchise same store sales as well as net unit devefooment. 

(h) Local currency represents the percentage change excluding Lhe impact of foreign currency translation. These amounts are derived by translating current year results at prior 
year average exchange rates. We believe the elimination of the foreign currency translation impact provides better year-to-year comparability without the distortion of foreign 
currency fluctuations. 



















Board of Directors 


Senior Officers 


David C. Novak 52 

Chairman, Chief Executive Officer and President, 

Yum! Brands, Inc. 

Andrall E. Pearson 79 

Founding Chairman, Yum! Brands, Inc. 

David W. Dorman 51 

Chairman and Chief Executive Officer, 

AT&T Corporation 

Massimo Ferragamo 47 

Chairman, Ferragamo USA, Inc., 
a subsidiary of Salvatore Ferragamo Italia 

J. David Grissom 66 

Chairman, Mayfair Capital, Inc., a private investment firm 

Bonnie G. Hill 63 

Chairman and President, B, Hill Enterprises, LLC 

Robert Holland, Jr. 64 

Industry Partner, 

Cordova, Smart & Williams, LLC 

Kenneth Langone 69 

Founder, Chairman of the Board, 

Chief Executive Officer and President, 

Invemed Associates, LLC, an investment banking firm, 
Founder, Home Depot, Inc. 

Jonathan S. Linen 61 

Vice Chairman, American Express Company 

Thomas M. Ryan 52 

Chairman, Chief Executive Officer and President of 
CVS Corporation and CVS Pharmacy, Inc. 

Jackie Trujillo 69 

Chairman Emeritus of the Board, 

Harman Management Corporation 

Robert J. Ulrich 61 

Chairman and Chief Executive Officer, Target Corporation 


David C. Novak 52 

Chairman, Chief Executive Officer and President, 

Yum! Brands, fnc. 

Graham D. Allan 49 

President, Yum! Restaurants International 

Jonathan D. Blum 46 

Senior Vice President, Public Affairs, Yum! Brands, Inc. 

Emil J. Brolick 57 

President and Chief Concept Officer, Taco Bell, U.S.A. 

Harvey Brownlee, Jr. 44 

Chief Operating Officer, KFC, U.S.A. 

Jared E. Buss 62 

Chief Operating Officer, Pizza Hut, U.S.A, 

Anne P. Byerlein 46 

Chief People Officer, Yum! Brands, Inc. 

Christian L. Campbell 54 

Senior Vice President, General Counsel, Secretary and 
Chief Franchise Policy Officer, Yum! Brands, fnc. 

Richard T. Carucci 47 

Senior Vice President and Chief Financial Officer, 

Yum! Brands, Inc. 

Steven A. Davis 46 

President, Long John Silver’s/A&W and 
Yum! Multibranding 

Gregg R. Dedrick 45 

President and Chief Concept Officer, KFC, U.S.A. 

David J. Deno 47 

Chief Operating Officer, Yum! Brands, Inc. 

Peter R. Hearl 53 

President and Chief Concept Officer, Pizza Hut, U.S.A. 

Robert C. Kreidler 4i 

Senior Vice President. Corporate Strategy 
and Treasurer, Yum! Brands, Inc, 

Gregory N. Moore 55 

Senior Vice President and Controller, Yum! Brands, Inc. 

Charles E. Rawley, III 54 

Chief Development Officer, Yum! Brands, Inc. 

Rob Savage 43 

Chief Operating Officer, Taco Bell, U.S.A. 

Sam Su 52 

President, Yum! Restaurants China 


Shareholder Information 


Yum) Brands, Inc.. 


Annual Meeting "hr: Annual Meeting of Shareholders will 
be heid at Yum! Brands J headquarters, Louisville, Kentucky, 
ar 9;00 mm. (EDT), Thursday, May 19, 2005- Proxies for the 
meeting will be solicited by an independent proxy solicitor. 
This Annual Report is not part of the praxy so!icitaho n . 

INQUIRIES REGARDING i YOUR YUMi HOLDINGS 

Registered Shareholders (those who hold YUM shares 
in their own names) should address communications 
concerning statements, address changes, lost certificates 
and other administrative matters to: 

American Stock Transfer & Trust Company 

59 Maiden La- e 

Plaza Level 

New Ypifc, NY 10038 

Phone: (838} 4394986 

www amstock.com 

or 

Shareholder Coord nator 
Yum! Brands, Inc. 

1441 Gardiner Lane. Louisville, KY 40213 
Phone: 1888 } 298 6936 
C mail: yum.investcw@yum.com 

In all correspondence or phone inquires, please provide your 
name, your Social Security Number, and your YUM account 
number if you know ii. 

Registered Shareholders can access their accounts ana 
complete the following funations online a; the Web site of 
American Stock Trans:ei & Trust (''AST"). 

Access account balance and other general account 
information 

Change an account's mailing address 
View a detailed list of holdings represented by certifi¬ 
cates and the identifying certificate numbers 
Request a certificate for shares held by AST 
Replace a tost or stoie~ certificate 
Retrieve a duplicate form 1099-0 
• Purchase shares of YUM through the Company's direct 
stock purchase plan 
5eH shares held by AST 


Access accounts online at the foliowing URL: 
ftt (ps.//secure, a ms took, cpfn/^hareh ofder/sh_ login.asp. You r 
account number and Socia' Security Number are requYed. 
if you do not know your account number, please call AST 
at (888) 439-4986 or YUM Shareholder Coordinator 
at ( 8881 298-6986. You may also request a Personal 
Identification Number (PIN) to access your account at 
the same URL. For security purposes, PINs are mailed to 
shareholders. 

Beneficial Shareholders (those who hold YUM shares in the 
name of a bank or broker) should direct communications on 
all administrative matters to 1 heir stockbroker. 

YUMBUCKS and SharePower Participants (employees with 
YUM BUCKS options or Share-Power options) should address 
all questions regarding your account, outstanding options 
or shares rere ved through option exemises to: 

Merr il Lyiith/SIwePower 
Slock Option Plan Services 
P.0. Box 30446 

New Brunswick, N I 08339-0446 

Phone: (800)637-2432 (U.S.A., Puerto Rico nnd Canada) 
(732)560-9444 jail other locateons) 

In all correspondence, please provide your account number 
(for U.S. citnens, this is your Social Security Number), 
your address, your telephone number and mention either 
YUMBUCKS or Share Power. For telephone inquiries, pieese 
have a copy of your most recent statement availab a. 

Employee Benefit Plan Participants 


Direct Stock Purchase Program.(888)439 4986 

YUM 401 (k) Plan.(888)875-4015 


YUM Savings Center.(617)847 1013 (outside U.S.) 

P.0. Box 1389 
Boston, MA 02104-1389 

n lease have a cop-.- of your most recent statement available 
when cal «ng. Press *0 for a customer service representa¬ 
tive and give the representative the name of the plan. 






Shareholder Services 


Direct Stock Purchase Plan A prospectus and a brochure 
explaining this convenient plan are available from our transfer 
agent: 

American Stock Transfer & Trust Company 

P.O. Box 922 

Wall Street Station 

New York, NY 10269-0560 

Attn: DRIP Dept. 

Phone: (888)439-4986 

Low-Cost Investment Plan Investors may purchase their initial 
shares of stock through NAIC's Low-Cost investment Plan. For 
details contact: 

National Association of Investors Corporation (NAIC) 

711 West Thirteen Mile Road 
Madison Heights, Ml 48071 
Phone: (877)ASK-NAIC (275-6242) 
www. bette r-i n ve sti ng. org 

Financial and Other Information Earnings and other financial 
results, corporate news and company information are now avail¬ 
able on Yum! Brands' Web site: www.yum.com 

Copies of Yum! Brands' SEC Forms 8-K, 10-K and 10-Q and 
quarterly earnings releases are available free of charge. Contact 
Yum! Brands’ Shareholder Relations at (888) 2YUMYUM 
(298-6986) or e-mail yum.investor@yum.com 

Securities analysts, portfolio managers, representatives 
of financial institutions and other individuals with questions 
regarding Yum! Brands' performance are invited to contact: 
Tim Jerzyk 

Vice President, Investor Relations 
Yum! Brands, Inc. 

1441 Gardiner Lane 
Louisville, KY 40213 
Phone: (888)298-6986 

Independent Auditors 

KPMG LLP 

400 West Market Street, Suite 2600 
Louisville, KY 40202 
Phone: (502)587-0535 


CAPITAL STOCK INFORMATION 

The following table sets forth the high and low stock 
prices, as well as cash dividends declared on common 
stock, for each quarter in the two-year period ended 


December 25, 2004 

2004 


2003 

Quarter 

High 

Low 

Dividends 
Declared 
Per Share 

High 

Low 

First 

$38.28 

$32.56 

— 

$ 25.75 

$ 22.06 

Second 

39.50 

35.72 

$0.10 

28.54 

23.40 

Third 

40.13 

35.88 

— 

30.82 

28.55 

Fourth 

46.95 

39.33 

0.20 

35.13 

29.40 


Stock Trading Symbol—YUM 

The New York Stock Exchange is the principal market for 
YUM Common Stock. 

Shareholders At year-end 2004, Yum! Brands had approxi¬ 
mately 101,000 registered shareholders of record of YUM 
common stock. 

Dividend Policy Yum! Brands initiated payment of quarterly 
dividends to our shareholders in 2004. Future dividend 
payments have been targeted to equal an annual payout 
ratio of 15% to 20% of net income, 

FRANCHISE INQUIRIES 


Domestic Franchising Inquiry Phone Line 

(866) 2YUMYUM (298-6986) 

International Franchising Inquiry Phone Line 

(972)338-8100 ext. 4480 

Online Franchise Information 

http://www.yum.com/franchising/info.htm 

Yum! Brands' Annual Report contains many of the valuable trade¬ 
marks owned and used by Yum! Brands and subsidiaries and 
affiliates in the United States and worldwide. 


Printed on recycled paper. 







YUM! Brands, Inc. 
1441 Gardiner Lane 
Louisville, Kentucky 40213 


Dear Fellow Shareholders: 


March 31, 2005 


On behalf of your Board of Directors, we are pleased to invite you to attend the 2005 Annual Meeting of 
Shareholders of YUM! Brands, Inc. The meeting will be held Thursday, May 19, 2005, at 9:00 a.m., local time, in 
the Yum! Conference Center at 1900 Colonel Sanders Lane in Louisville, Kentucky. 

At this meeting, you will be asked to: 

(1) Approve an amendment to the Company’s Restated Articles of Incorporation to declassify the Board 
of Directors so that each director will stand for re-election on an annual basis and to provide that 
directors can be removed with or without cause. 

(2) Elect twelve (12) directors to serve until the next Annual Meeting of Shareholders and until their 
respective successors are duly elected and qualified, in the event Proposal 1 is approved; 

(3) Alternatively, to elect four (4) Class II directors to serve until their terms expire at the 2008 Annual 
Meeting of Shareholders and one (1) Class I director to serve until his term expires at the 2007 Annual 
Meeting of Shareholders and until their respective successors are duly elected and qualified, in the 
event Proposal 1 is not approved; 

(4) Ratify the Board’s selection of independent auditors to audit our financial statements for 2005; 

(5) Vote on five shareholder proposals described in the attached Proxy Statement, if properly presented at 
the meeting; and 

(6) Transact any other business properly brought before the meeting. 

The enclosed notice and proxy statement contain details about the business to be conducted at the meeting. You 
may also read the notice and proxy statement on our Web site at www.yum, com!investors/proxy .asp. 

To assure that your shares are represented at the meeting, we urge you to mark your choices on the enclosed 
proxy card, sign and date the card and return it promptly in the envelope provided. We also offer shareholders 
the opportunity to vote their shares electronically through the internet or by telephone. Please see the proxy 
statement and the enclosed proxy card for details about electronic voting options. If you are able to attend the 
meeting and wish to vote your shares personally, you may do so at any time before the proxy is voted at the 
meeting. 

Am admission ticket is attached to the accompanying proxy card. Please retain it and bring it with you if you plan 
to attend the meeting. 

Sincerely, 

tout 

David C. Novak 

Chaimian of the Board and Chief Executive Officer 




Au Ahfrium foot 





m 
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BELL 


YUM! Brands, Inc. 
1441 Gardiner Lane 
Louisville, Kentucky 40213 


Notice of Annual Meeting of Shareholders 


Time: 

Place: 


Items of 
Business: 


9:00 a.m. on Thursday, May 19,2005 

Yum! Conference Center 

1900 Colonel Sanders Lane 

Louisville, Kentucky 40213 

(1) To approve an amendment to the Company's Restated Articles of Incorporation 
to eliminate staggered terms for directors such that each director would stand for 
re-election on an annual basis, and to provide that directors can be removed with 
or without cause. 

(2) In the event Item 1 is approved by the shareholders and the amendment to the 
Company's Restated Articles of Incorporation becomes effective at the 2005 
annual meeting of shareholders, to elect twelve (12) directors to serve until the 
2006 annual meeting of shareholders and until their respective successors are duly 
elected and qualified. 

(3) Alternatively, in the event Item 1 is not approved by the shareholders or the 
amendment to the Company's Restated Articles of Incorporation does not 
become effective at the 2005 annual meeting of shareholders, to elect (a) four 

(4) Class II directors to serve as directors of the Company for a three-year term 
ending on the date of the 2008 annual meeting of shareholders and until their 
successors are elected and qualified and (b) one (1) Class I director to serve as a 
director of the Company until the 2007 annual meeting of shareholders and until 
his successor is elected and qualified. 

(4) To ratify the selection of KPMG LLP as our independent auditors for the fiscal 
year ending December 31, 2005. 

(5) To consider and vote on five shareholder proposals described in the attached 
proxy statement, if properly presented at the meeting. 

(6) To transact such other business as may properly come before the meeting. 





Who Can Vote: 


You can vote if you were a shareholder of record as of the close of business on 
March 21, 2005. 

Annual Report: A copy of our 2004 Annual Report is enclosed. 

Date of Mailing: This notice and the proxy statement are first being mailed to shareholders on or about 
March 31, 2005. 


By Order of the Board of Directors 




Christian L, Campbell 
Secretary 


YOUR VOTE IS IMPORTANT 

It is important that your shares are represented and voted at the Annual Meeting. Whether or not you plan 
to attend the meeting, please provide your proxy by marking, dating and signing the enclosed proxy card 
and returning it promptly in the enclosed envelope. Shareholders also have the option of voting 
electronically through the internet or by telephone. Please read the accompanying proxy statement and the 
voting instructions printed on your proxy card for details about electronic voting procedures. If you are 
able to attend the meeting and wish to vote your shares personally, you may do so at any time before the 
proxy is exercised. 
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YUM! BRANDS, INC. 

1441 Gardiner Lane 
Louisville, Kentucky 40213 


PROXY STATEMENT 

For Annual Meeting of Shareholders To Be Held On 
May 19, 2005 


The Board of Directors (the “Board of Directors' 1 or the “Board") of YUM! Brands, Inc., a North 
Carolina corporation (“Yum" or the “Company"), solicits the enclosed proxy for use at the Annual 
Meeting of Shareholders of the Company to be held at 9:00 a.m. (Eastern Daylight Savings Time), on 
Thursday, May 19, 2005, in the Yum! Conference Center, at 1900 Colonel Sanders Lane, Louisville, 
Kentucky. This proxy statement contains information about the matters to be voted on at the meeting and 
the voting process, as well as information about our directors and most highly paid executive officers. 

GENERAL INFORMATION ABOUT THE MEETING 
What is the purpose of the annual meeting? 

At our annual meeting, shareholders will vote on several important Company matters. In addition, our 
management will report on the Company's performance over the last fiscal year and, following the 
meeting, respond to questions from shareholders. 

Why am I receiving these materials? 

We sent you this proxy statement and the enclosed proxy card because our Board of Directors is 
soliciting your proxy to vote your shares at the annual meeting. As a shareholder, you are invited to attend 
the meeting and are entitled to vote on the items of business described in this proxy statement. 

Who may attend the annual meeting? 

All shareholders of record as of March 21, 2005, or their duly appointed proxies, may attend the 
meeting. Seating is limited and admission is on a first-come, first-served basis. The admission ticket 
attached to the enclosed proxy card is required for admission to the meeting. 

Please note that if you hold shares in a “street name" (that is, in a brokerage account or through a 
bank or other nominee), you will need to bring personal identification and a copy of a statement reflecting 
your share ownership as of March 21, 2005 and check in at the registration desk at the meeting. 

What am J voting on ? 

You will be voting on the following nine items of business at the annual meeting: 

• The amendment to the Company's Restated Articles of Incorporation (“Articles") to declassify the 
Board of Directors so that each director will stand for re-election on an annual basis and to provide 
that directors can be removed with or without cause; 

• The election of twelve (12) directors to serve until the next Annual Meeting of Shareholders and 
until their respective successors are duly elected and qualified in the event the Articles are 
amended; 
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• Alternatively, if the Articles are not amended, to elect four (4) directors to serve until the 2008 
Annual meeting and one (1) director to serve until the 2007 Annual Meeting and until their 
respective successors are elected and qualified; 

• The ratification of the selection of KPMG LLP as our independent auditors for the fiscal year 
ending December 31, 2005; 

• The consideration of a shareholder proposal relating to the preparation of a sustainability report; 

• The consideration of a shareholder proposal relating to a diversity report; 

• The consideration of a shareholder proposal relating to the MacBride Principles; 

• The consideration of a shareholder proposal relating to preparation of a genetically engineered 
food report; and 

• The consideration of a shareholder proposal relating to an animal welfare standards report. 

We will also consider other business that properly comes before the meeting. 

Who may vote? 

You may vote if you owned Yum common stock as of the close of business on the record date, 
March 21, 2005. Each share of Yum common stock is entitled to one vote. As of March 21, 2005, Yum had 
290,975,627 shares of common stock outstanding. 

How does the Board of Directors recommend that I vote? 

Our Board of Directors recommends that you vote your shares “FOR” the amendment to the 
Restated Articles of Incorporation, “FOR” each of the nominees named in this proxy statement for 
election to the Board, “FOR” the ratification of the selection of KPMG LLP as our independent auditors 
and “AGAINST” the shareholder proposals. 

How do I vote before the meeting? 

You have three voting options: 

• Through the Internet, which we encourage if you have Internet access, at the address shown below; 

• By telephone through the toll-free number shown below; or 

• By mail by completing, signing and returning the enclosed proxy card in the postage-paid envelope 
provided with this proxy statement. 

Please note that if you elect to vote through the Internet or by telephone, do not mail back your proxy 
card. Also, if you hold your shares in the name of a bank or broker, your ability to vote by telephone or the 
Internet depends on their voting processes. Please follow the directions on your proxy card carefully. 

If you choose to vote through the Internet, you will be responsible for any costs associated with 
electronic access, such as usage charges from internet service providers and telephone companies. 

If you are a participant in the Direct Stock Purchase Plan, shares of Yum common stock held in your 
account may be voted by returning the proxy card. The administrator of this program, as the shareholder of 
record, may only vote the shares for which it has received directions to vote from participants. 

If you are a participant in Yum’s 401(k) Plan, you may use the proxy card to direct the trustee of the 
401 (k) Plan to vote shares of Yum common stock you beneficially own under the 401(k)Plan. In 
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accordance with the 401 (k) Plan terms, if your proxy card for 401(k) Plan shares is not returned, those 
shares will not be voted. 

For Shares Registered Directly in the Name of the Shareholder . Shareholders with shares registered 
directly in their name in the Company’s stock records maintained by our transfer agent, American Stock 
Transfer and Trust Company, may vote their shares: 

• by submitting their proxy through the internet at the following address on the World Wide Web: 
www.proxyvote.com; 

• by making a toll-free telephone call from the U.S. or Canada to 1(800) 690-6903 (if you have any 
questions about how to vote over the phone, call 1(888) 298-6986); or 

• by mailing their signed proxy card. 

Specific instructions to be followed by registered shareholders are set forth on the enclosed proxy 
card. Proxies submitted through the Internet or by telephone through ADP Investor Communication 
Services as described above must be received by 11:59 p.m., Eastern Daylight Savings Time, on 
May 18, 2005. 

For Shares Registered in the Name of a Brokerage Firm or Bank . Shareholders who hold shares in 
street name may vote by mail by completing, signing and returning the voting instruction form provided by 
their brokerage firms, banks or other nominees. In addition to voting by mail, a number of brokerage firms 
and banks are participating in a program provided through ADP that offers telephone and Internet voting 
options (as well as the option to receive future shareholder communications including proxy materials 
through the Internet and not through the mail). If your shares are held in an account with a brokerage firm 
or bank participating in the ADP Investor Communication Services program, you may vote those shares 
telephonically by calling the telephone number shown on the voting instruction form received from your 
brokerage firm or bank, or through the Internet at ADP Investor Communication Services’ voting Web site 
(www.proxyvote.com). Votes submitted through the Internet or by telephone through the ADP Investor 
Communication Services program must be received by 11:59 p.m., Eastern Daylight Savings Time, on 
May 18, 2005. 

Can I vote at the meeting? 

Shares registered directly in your name as the shareholder of record may be voted in person at the 
annual meeting. Shares held in street name may be voted in person only if you obtain a legal proxy from 
the broker or nominee that holds your shares giving you the right to vote the shares. Even if you plan to 
attend the meeting, we encourage you to vote your shares by proxy. You may still vote your shares in 
person at the meeting even if you have previously voted by proxy. 

Can I change my mind after / vote? 

You may change your vote at any time before the polls close at the meeting. You may do this by; 

• signing another proxy card with a later date and returning it to us prior to the meeting; 

• voting again by telephone or through the Internet prior to 11:59 p.m., Eastern Daylight Savings 
Time, on May 18, 2005; 

• giving written notice to the Secretary of the Company; or 

• voting again at the meeting. 

Your attendance at the meeting will not have the effect of revoking a proxy unless you notify our 
corporate secretary in writing before the polls close that you wish to revoke a previous proxy. 
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Who will count the votes? 

Representatives of American Stock Transfer and Trust Company will count the votes and will serve as 
the independent inspector of election. 

What if I return my proxy card but do not provide voting instructions? 

If you provide specific voting instructions, your shares will be voted as you instruct. If you sign and 
return a proxy card but do not specify how your shares are to be voted, the persons named as proxies on 
the proxy card will vote your shares in accordance with the recommendations of the Board. These 
recommendations are: 

• FOR the approval of an amendment to the Company’s Restated Articles of Incorporation to 
declassify the Board of Directors so that each director will stand for re-election on an annual basis 
and to provide that directors can be removed with or without cause; 

• If the proposal to approve the amendment to the Company’s Restated Articles of Incorporation is 
approved, FOR the election of the twelve (12) nominees for directors named in this proxy 
statement; 

• If the proposal to approve the amendment to the Company’s Restated Articles of Incorporation is 
not approved, FOR the election of the four Class II director nominees and one Class I director 
nominee named in this proxy statement. 

• FOR the ratification of the selection of KPMG LLP as our independent auditors for the fiscal year 
2005; and 

• AGAINST the shareholder proposals. 

What does it mean if I receive more than one proxy card? 

It means that you have multiple accounts with brokers and/or our transfer agent. Please vote all of 
these shares. We recommend that you contact your broker and/or our transfer agent to consolidate as 
many accounts as possible under the same name and address. Our transfer agent is American Stock 
Transfer and Trust Company, which may be reached at 1 (888) 439-4986. 

Will my shares be voted if Ido not provide my proxy? 

Your shares may be voted if they are held in the name of a brokerage firm, even if you do not provide 
the brokerage firm with voting instructions. Brokerage firms have the authority under the New York Stock 
Exchange rules to vote shares for which their customers do not provide voting instructions on certain 
“routine” matters. 

The election of directors and the proposal to ratify the selection of KPMG LLP as our independent 
auditors for fiscal year 2005 are considered routine matters for which brokerage firms may vote unvoted 
shares. The other proposals to be voted on at our meeting are not considered “routine” under applicable 
rules. When a proposal is not a routine matter and the brokerage firm has not received voting instructions 
from the beneficial owner of the shares with respect to that proposal, the brokerage firm cannot vote the 
shares on that proposal. This is called a “broker non-vote.” 

How can I attend the meeting? 

The annual meeting is open to all holders of Yum common stock as of the close of business on 
March 21, 2005, or their duly appointed proxies. You will need an admission ticket or proof of ownership 
of Yum’s common stock to enter the meeting. If you are a registered owner, you will find an admission 
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ticket attached to the proxy card sent to you. If you plan to attend the meeting, please so indicate when you 
vote and bring the ticket with you to the meeting. If your shares are held in the name of a bank, broker or 
other holder of record, your admission ticket is the left side of your voting information form. If you do not 
bring your admission ticket, you will need proof of ownership to be admitted to the meeting. A recent 
brokerage statement or letter from a bank or broker is an example of proof of ownership. If you arrive at 
the meeting without an admission ticket, we will admit you only if we are able to verify that you are a Yum 
shareholder. Admittance to the annual meeting will be based upon availability of seating. All shareholders 
will be required to present valid picture identification. IF YOU DO NOT HAVE VALID PICTURE 
IDENTIFICATION AND EITHER AN ADMISSION CARD OR PROOF THAT YOU OWN YUM 
COMMON STOCK, YOU MAY NOT BE ADMITTED INTO THE MEETING. 

May shareholders ask questions? 

Yes. Representatives of the Company will answer shareholders’ questions of general interest following 
the meeting. In order to give a greater number of shareholders an opportunity to ask questions, individuals 
or groups will be allowed to ask only one question and no repetitive or follow-up questions will be 
permitted. 

How many votes must be present to hold the meeting? 

Your shares are counted as present at the meeting if you attend the meeting and vote in person or if 
you properly return a proxy by Internet, telephone or mail. In order for us to conduct our meeting, a 
majority of the outstanding shares of Yum common stock, as of March 21, 2005, must be present in person 
or represented by proxy at the meeting. This is referred to as a quorum. Abstentions and broker non-votes 
will be counted for purposes of establishing a quorum at the meeting. 

How many votes are needed to elect directors? 

The nominees receiving the highest number of “FOR” votes will be elected as directors. This number 
is called a plurality. You may vote “FOR” all of the nominees or you may “WITHHOLD AUTHORITY” 
to vote for a particular nominee or nominees, or for all nominees. Unless you mark “WITHHOLD 
AUTHORITY” to vote for a particular nominee or nominees or for all nominees, your proxy will be voted 
FOR each of the director nominees named in this proxy statement. 

How many votes are needed to approve the other proposals? 

Each of the Company's proposals and the shareholder proposals will be considered separately. The 
amendment to the Restated Articles of Incorporation, ratification of the selection of KPMG LLP as our 
independent auditors and each shareholder proposal must receive the “FOR” vote of a majority of the 
shares, present in person or represented by proxy, and entitled to vote at the meeting. For each of these 
items, you may vote “FOR”, “AGAINST” OR “ABSTAIN”. Abstentions will be counted as shares present 
and entitled to vote at the meeting. Accordingly, abstentions will have the same effect as a vote 
“AGAINST” the proposals. Broker non-votes will not be counted as shares present and entitled to vote 
with respect to the particular matter on which the broker has not voted. Thus, broker non-votes will not 
affect the outcome of any of the matters to be voted on at the meeting. 

What if other matters are presented for consideration at the annual meeting? 

As of the date of this proxy statement, our management knows of no matters that will be presented for 
consideration at the meeting other than those matters discussed in this proxy statement. If any other 
matters properly come before the meeting and call for a vote of shareholders, validly executed proxies in 
the enclosed form returned to us will be voted in accordance with the recommendation of the Board of 
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Directors, or, in the absence of such a recommendation, in accordance with the judgment of the proxy 
holders. 


GOVERNANCE OF THE COMPANY 

The business and affairs of Yum are managed under the direction of the Board of Directors. The 
Board believes that good corporate governance is a critical factor in achieving business success and in 
fulfilling the Board's responsibilities to shareholders. The Board believes that its practices align 
management and shareholder interests* Highlights of our corporate governance practices are described 
below. 

What is the composition of the Board of Directors and how often are members elected? 

Our Board of Directors presently consists of 12 directors and is divided into three classes. Each class is 
elected for a three-year term. The Board of Directors currently consists of four Class II directors whose 
terms expire at this Annual Meeting, four Class III directors whose terms expire at the 2006 Annual 
Meeting, three Class I directors whose terms expire at the 2007 Annual Meeting, and one Class I director 
whose term expires at this Annual Meeting. As discussed in more detail at page 14, if Item 1 is approved by 
shareholders at the Annual Meeting, each director will thereafter stand for election on an annual basis. 

As discussed in more detail later in this section, the Board has determined that 9 of our 12 continuing 
directors are independent under the rules of the New York Stock Exchange (“NYSE”). 

How often did the Board meet in fiscal 2004? 

The Board of Directors met six times during fiscal 2004. Each director attended at least 75% of the 
meetings of the Board and the committees of which he or she was a member (held during the period he or 
she served as a director). Two directors attended the Company’s annual shareholders meeting in 2004, The 
other directors attended Board committee meetings during the 2004 annual meeting. In 2005, the Board 
has determined that it will again schedule committee meetings during the Annual Meeting. 
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What are the committees of the Board? 

The Board of Directors has standing Audit, Compensation, Nominating and Governance and 
Executive/Finance Committees. 


Name of Committee 
and Members 

Functions of the Committee 

Number of Meetings 
in Fiscal 2004 

Audit: 

J. David Grissom, Chair 
Bonnie Hill 

Robert Holland, Jr. 

Kenneth G. Langone* 
Jonathan S. Linen* 

^Joined Committee in 

January 2005 

• Possesses sole authority regarding the selection 
and retention of independent auditors 

• Reviews and has oversight over the Company’s 
internal audit function 

• Reviews and approves the cost and scope of 
audit and non-audit services provided by the 
independent auditors 

• Reviews the independence, qualification and 
performance of the independent auditors 

• Reviews the adequacy of the Company’s 
internal systems of accounting and financial 
control 

• Reviews the annual audited financial 
statements and results of the audit with 
management and the independent auditors 

• Reviews the Company’s accounting and 
financial reporting principles and practices 
including any significant changes 

• Advises the Board with respect to Company 
policies and procedures regarding compliance 
with applicable laws and regulations and the 
Company’s Worldwide Code of Conduct and 
Policy on Conflict of Interest 

15 

The Board of Directors has determined that all of the members of the Audit Committee are 
independent within the meaning of applicable SEC regulations and the listing standards of the NYSE 
and that Mr. Grissom, the chair of the Committee, is qualified as an audit committee financial expert 
within the meaning of SEC regulations. The Board has also determined that Mr. Grissom has 
accounting and related financial management expertise within the meaning of the listing standards of 
the NYSE and that each member is financially literate within the meaning of the NYSE listing 
standards. 
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Name of Committee 
and Members 

Functions of the Committee 

Number of Meetings 
in Fiscal 2004 

Compensation: 

Robert J. Ulrich, Chair 

David W. Dorman* 

Massimo Ferragamo 

Kenneth G. Langone** 
Thomas M. Ryan 

*Joined the Committee in 
January 2005 
**Left the Committee in 
November 2004 

• Oversees the Company's executive 

compensation plans and programs and reviews 
and recommends changes to these plans and 
programs 

• Monitors the performance of the chief 
executive officer and other senior executives in 
light of corporate goals set by the Committee 

• Reviews and approves the compensation of the 
chief executive officer and other senior 
executive officers 

• Reviews management succession planning 
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The Board has determined that all of the members of the Compensation Committee are independent 
within the meaning of the listing standards of the NYSE and non-employee directors within the 
meaning of Section 16 of the Securities Exchange Act of 1934. 

Nominating and Governance: 

Kenneth G. Langone, Chair 
Robert Holland, Jr. 

Thomas M. Ryan 

• Identifies and proposes to the Board suitable 
candidates for Board membership 

• Advises the Board on matters of corporate 
governance 

• Reviews and reassesses from time to time the 
adequacy of the Company's Corporate 
Governance Guidelines 

• Receives comments from all directors and 
reports annually to the Board with assessment 
of the Board's performance 

• Prepares and supervises the Board's annual 
review of director independence 
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The Board has determined that all of the members of the Nominating and Governance Committee 
are independent within the meaning of the listing standards of the NYSE. 

Executive/Finance: 

David C. Novak, Chair 

J. David Grissom 

Kenneth G. Langone 

Robert J. Ulrich 

• Exercises all of the powers of the Board in the 
management of the business and affairs of the 
Company consistent with applicable law while 
the Board is not in session 



How are directors compensated? 

Employee directors do not receive additional compensation for serving on the Board of Directors. 
Each director who is not an employee of Yum receives an annual stock grant retainer with a fair market 
value of $100,000 and an annual grant of vested options to buy $125,000 worth of Yum common stock at a 
price equal to its fair market value on the date of grant. Directors may elect to receive up to one-half of 
their stock retainer in cash. Non-employee directors, except for Mr. Pearson, also receive a one-time stock 
grant with a fair market value of $25,000 on the date of grant upon joining the Board, distribution of which 
is deferred until termination from the Board. Directors may also defer payment of their retainers pursuant 
to the Directors Deferred Compensation Plan. Deferrals may not be made for less than one year. We also 
pay the premiums on directors' and officers' liability and business travel accident insurance policies. In 
recognition of the added duties of these chairs, the Chairperson of the Audit Committee receives an 
additional $15,000 stock retainer annually and the Chairperson of the Compensation Committee receives 
an additional $5,000 stock retainer annually. 
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Andrall E. Pearson became Founding Chairman and retired as an employee of Yum on January 1, 
2001. As Founding Chairman, Mr, Pearson was asked by the Board to continue contributing in several 
strategic areas. In addition to receiving the same annual stock grant retainer and receiving the same annual 
grant of vested options as other non-empioyee directors, he also receives secretarial support and use of the 
corporate jet for business purposes (or reimbursement for a leased jet). 

How much Yum stock do the directors own? 

Stock ownership information for each director nominee and continuing director is shown in the table 
on page 37. 

How does the Board determine which directors are considered independent? 

The Company's Corporate Governance Principles, adopted by the Board, meet or exceed the listing 
standards adopted in 2003 by the NYSE. The full text of the Principles can be found on the Company's 
web site (www.yumxom/investors/governance/prmciples.htm). A copy may also be obtained upon request 
from the Company’s Corporate Secretary. 

Pursuant to the Principles, the Board undertook its annual review of director independence in 
January 2005. During this review, the Board considered transactions and relationships between each 
director or any member of his or her immediate family and the Company and its subsidiaries and affiliates. 
As provided in the Principles, the purpose of this review was to determine whether any such relationships 
or transactions were inconsistent with a determination that the director is independent. 

As a result of this review, the Board affirmatively determined that all of the directors are independent 
of the Company and its management under the rules of the NYSE, with the exception of David Novak, 
Andrall Pearson and Jackie Trujillo. Mr. Novak is not considered an independent director because of his 
employment as Chairman and Chief Executive Officer of the Company. Mr. Pearson is our former 
Chairman of the Company. The Board determined that the fact that he received additional director 
compensation in 2003 for additional services he performed for the Company, including mentoring 
executives and key talent and advising management in the annual planning process, caused Mr. Pearson to 
be non-independent. Mrs. Trujillo is considered a non-independent outside director because the Board 
determined that, under the NYSE independence standards, Mrs. Trujillo has a material relationship with 
Yum by virtue of her employment during 2004 as Chairman of Harman Management Corporation 
(“Harman"), one of Yum’s largest franchisees, and her continued relationship with Harman as Chairman 
Emeritus. We provide additional information regarding royalties and other amounts paid by Harman 
Management Corporation to Yum at page 10. 

In determining that the other directors did not have a material relationship with the Company, the 
Board determined that Messrs. Grissom, Ferragamo, Holland, and Langone and Ms. Hill had no other 
relationship with the Company other than their relationship as director. The Board did note that the 
companies that employ Messrs. Dorman, Linen, Ryan and Ulrich had business relationships with the 
Company; however, the Board determined that these relationships were not material to the director or 
their companies. 

David W, Dorman is Chairman and Chief Executive Officer of AT&T Corp. AT&T and its 
subsidiaries provide phone-related services and data network connection services to Yum. Yura’s 
relationship with AT&T generated service fees to AT&T of about $5 million in 2004. These amounts are 
not expected to materially change in 2005. The Board has determined that these service fees do not create 
a material relationship between Yum and Mr. Dorman or Yum and AT&T, as they represent less than ] /io lh 
of 1% of AT&T’s revenues. 
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Jonathan S. Linen is Vice Chairman of American Express Company (“AMEX 5 ’). AMEX and its 
subsidiaries provide credit card related services to Yum and its employees. Yum 5 s relationship with AMEX 
generated service fees to AMEX of about $3 million in 2004. These amounts are not expected to materially 
change in 2005. The Board has determined that these service fees do not create a material relationship 
between Yum and Mr. Linen or Yum and AMEX, as they represent less than J /io th of 1% of AMEX’s 
revenues. 

Thomas M. Ryan is Chairman and Chief Executive Officer of CVS. Yum, through its subsidiary, KFC 
Realty Properties Inc., leases one piece of real estate from CVS. Annual lease payments made to CVS 
equal approximately $100,000 and are not expected to increase significantly. The Board determined that 
these payments do not create a material relationship between Yum and Mr. Ryan or between Yum and 
CVS as they represent less than !/io lh of 1% of CVS 5 s revenues. 

Robert J. Ulrich is the Chairman and Chief Executive Officer of Target Corporation. Yum receives, 
through its Pizza Hut and Taco Bell affiliates, annual royalty payments from Target Corporation of 
approximately $4 million. The Board determined that these payments do not create a material relationship 
between Yum and Mr. Ulrich or Yum and Target as the payments represent less than l Ao lh of 1% of 
Target's revenues. These payments are expected to increase in 2005 but are not expected to impact the 
independence determination. 

Are there any other material business relationships with entities associated with our directors ? 

During fiscal 2004, affiliates of Harman Management Corporation (“Harman”), as KFC franchisees, 
paid royalties of approximately $12,001,806 and contingent store opening fees of approximately $155,000 
to KFC Corporation, a subsidiary of Yum. The store opening fees are held in escrow and may be returned 
to Harman if the related new restaurant units are not opened within 18 months of payment. In addition, 
Harman purchased a newly constructed store unit from KFC for $1,200,000 during 2004. Affiliates of 
Harman, as Taco Bell franchisees and licensees, also paid royalties of approximately $1,398,242 and 
contingent store opening fees of approximately $40,000 to Taco Beil Corporation, a subsidiary of Yum. 
The store opening fees are held in escrow and may be returned to the Harman affiliates if the related new 
restaurant units are not opened. Jackie Trujillo, Chairman Emeritus of the Board of Harman, is a director 
of Yum. Ms. Trujillo retired from Harman as its Chairman on June 30, 2004. 

How does the Board select nominees for the Board? 

The Nominating and Governance Committee considers candidates for Board membership suggested 
by its members and other Board members, as well as management and shareholders. The Committee's 
charter provides that it may retain a third-party executive search firm to identify candidates from time to 
time. Currently, the Committee has not retained a search firm. 

The Committee's assessment of a proposed candidate will include a review of the person's judgment, 
experience, independence, understanding of the Company's business or other related industries and such 
other factors as the Nominating and Governance Committee determines are relevant in light of the needs 
of the Board of Directors. The Committee believes that its nominees should reflect a diversity of 
experience, gender, race, ethnicity and age. The Committee also considers such other relevant factors as it 
deems appropriate, including the current composition of the Board, the balance of management and 
independent directors, the need for Audit Committee expertise and the evaluations of other prospective 
nominees. In connection with this evaluation, it is expected that each committee member will interview the 
prospective nominee in person or by telephone before the prospective nominee is presented to the full 
Board for consideration. After completing this evaluation and interview process, the Committee will make 
a recommendation to the full Board as to the person(s) who should be nominated by the Board, and the 
Board determines the nominee(s) after considering the recommendation and report of the Committee, 
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For a shareholder to submit a candidate for consideration by the Nominating and Governance 
Committee, a shareholder must notify Yum’s Corporate Secretary, To make a director nomination at the 
2006 Annual Meeting, a shareholder must notify Yum’s Secretary no later than February 19, 2006. Notices 
should be sent to: Corporate Secretary, YUM! Brands, Inc., 1441 Gardiner Lane, Louisville, 
Kentucky 40213. In either case, the notice must meet all of the requirements contained in our Bylaws. 

How do shareholders communicate with the Board? 

Shareholders and other parties interested in communicating directly with individual directors, the 
non-management directors as a group or the entire Board may do so by writing to the Nominating and 
Governance Committee, c/o Corporate Secretary, YUM! Brands, Inc., 1441 Gardiner Lane, Louisville, 
Kentucky 40213. The Nominating and Governance Committee of the Board has approved a process for 
handling letters received by the Company and addressed to individual directors, non-management 
members of the Board or the Board. Under that process, the Corporate Secretary of the Company reviews 
all such correspondence and regularly forwards to a designated individual member of the Nominating and 
Governance Committee copies of all such correspondence (except we do not forward commercial 
correspondence and correspondence duplicative in nature; however, we will retain duplicate 
correspondence and all duplicate correspondence will be available for directors review upon their request) 
and a summary of all such correspondence. The designated director of the Nominating and Governance 
Committee will forward correspondence directed to individual directors as he or she deems appropriate. 
Directors may at any time review a log of all correspondence received by the Company that is addressed to 
members of the Board and request copies of any such correspondence. Written correspondence from 
shareholders relating to accounting, internal controls or auditing matters are immediately brought to the 
attention of the Company’s Audit Committee Chairperson and to the internal audit department and 
handled in accordance with procedures established by the Audit Committee with respect to such matters 
(described below). Correspondence from shareholders relating to Compensation Committee matters are 
referred to the Chairperson of the Compensation Committee, 

What are the Company’s Policies on Reporting of Concerns Regarding Accounting? 

The Audit Committee has established policies on reporting concerns regarding accounting and other 
matters in addition to our policy on communicating with our non-management directors. Any person, 
whether or not an employee, who has a concern about the conduct of the Company or any of our people, 
with respect to accounting, internal accounting controls or auditing matters, may, in a confidential or 
anonymous manner, communicate that concern to our General Counsel, Christian Campbell. If any person 
believes that he or she should communicate with our Audit Committee Chair, J. David Grissom, he or she 
may do so by writing him at c/o YUM! Brands, Inc., 1441 Gardiner Lane, Louisville, KY 40213. In 
addition, a person who has such a concern about the conduct of the Company or any of our employees may 
discuss that concern on a confidential and anonymous basis by contacting The Network at 
1 (800) 241-5689. The Network is our designated external contact for these issues and is authorized to 
contact the appropriate members of management and/or the Board of Directors with respect to all 
concerns it receives. The full text of our Policy on Reporting of Concerns Regarding Accounting and 
Other Matters is available on our web site at www.yum.com/investors/governance. 

What are the Company's Governance Policies and Ethical Guidelines? 

• Board Committee Charters. The Audit, Compensation and Nominating and Governance Committees 
of the Yum Board of Directors operate pursuant to written charters. These charters were approved 
by the Board of Directors and reflect certain best practices in corporate governance, as well as 
comply with the Sarbanes-Oxley Act of 2002 and the rules issued thereunder, including the 
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requirements of the NYSE. Each charter is available on the Company's web site at 
www.yum.com/investors/governance and is available in print to any shareholder who requests it. 

• Corporate Governance Principles . The Board of Directors has documented its corporate governance 
guidelines in the YUM! Brands, Inc. Corporate Governance Principles, which were adopted in 
November of 2001. These guidelines are available on the Company’s Web site at 
www.yum.com/investors/governance. 

• Code of Ethics, Yum’s Worldwide Code of Conduct was adopted in 1997 when the Company was 
formed to emphasize the Company's commitment to the highest standards of business conduct. The 
Code of Conduct also sets forth information and procedures for employees to report ethical or 
accounting concerns, misconduct or violations of the Code in a confidential manner. The Code of 
Conduct applies to the Board of Directors and the principal executive officer, the principal financial 
officer and the principal accounting officer, as well as all employees of the Company, Every year our 
directors and the senior most employees in the Company are required to complete a conflicts of 
interest questionnaire and certify in writing that they have read and understand the Code of 
Conduct. The Code of Conduct is available on the Company's Web site at 
www.yum.com/investors/goveraance. The Company intends to post amendments to or waivers from 
its Code (to the extent applicable to the Board of Directors or executive officers) on this web site. 

In addition, Yum has established a Supplier Code of Conduct that requires our U.S. suppliers to 
abide by all applicable laws, codes and regulations and states Yurn's expectation that suppliers will 
conform their practices to published standards for their industry. Our Supplier Code of Conduct is 
described on the Company’s Web site at www.yum.com/investors/governance/conduct.htm. 

What other Significant Board Practices does the Company have? 

• Private Executive Sessions . Our non-management directors meet at regularly scheduled executive 
sessions on a bi-monthly basis. These executive sessions are attended only by the non-management 
directors and in 2004 were presided over by David Grissom. The presiding director for these 
meetings will be the Chairperson of each of the Audit, Compensation and Nominating and 
Governance Committees, who will rotate as presiding director at each executive session on a 
calendar year basis beginning with the Audit Committee Chairperson in 2004 and followed by the 
Compensation Committee Chairperson in 2005 and then the Nominating and Governance 
Committee Chairperson in 2006. 

• Advance Materials . Information and data important to the directors' understanding of the business 
or matters to be considered at a Board or Board Committee meeting are, to the extent practical, 
distributed to the directors sufficiently in advance of the meeting to allow careful review prior to the 
meeting. 

• Board and Committees’ Evaluations . The Board has an annual self-evaluation process that is led by 
the Nominating and Governance Committee. This assessment focuses on the Board’s contribution 
to the Company and emphasizes those areas in which the Board believes a better contribution could 
be made. In addition, the Audit, Compensation and Nominating and Governance Committees also 
each conduct similar annual self-evaluations. 

What access do the Board and Board committees have to Management and to Outside Advisors? 

• Access to Management and Employees . Directors have full and unrestricted access to the management 
and employees of the Company. Additionally, key members of management attend Board meetings 
to present information about the results, plans and operations of the business within their areas of 
responsibility. 


12 


• Access to Outside Advisors. The Board and its committees may retain counsel or consultants without 
obtaining the approval of any officer of the Company in advance or otherwise. The Audit 
Committee has the sole authority to retain and terminate the independent auditor. The Nominating 
and Governance Committee has the sole authority to retain search firms to be used to identify 
director candidates. The Compensation Committee has the sole authority to retain compensation 
consultants for advice on executive compensation matters. 

Does the Company require stock ownership by directors? 

Yum directors receive a significant portion of their annual compensation in stock. The Company 
believes that the increased emphasis on the equity component of director compensation serves to further 
align the directors with the interests of our shareholders. Non-management directors are expected to hold 
a meaningful number of shares of Company common stock and are expected to retain shares acquired as 
compensation as a director until at least 12 months following their departure from the Board. 

Does the Company have stock ownership guidelines for Executives and Senior Management? 

The Compensation Committee has adopted formal stock ownership guidelines that set minimum 
expectations for executive and senior management ownership. These guidelines are discussed at page 46. 
The Company has maintained an ownership culture among its executive and senior managers since its 
formation. All executive officers, and substantially all members of senior management, hold stock well in 
excess of the guidelines. 
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ITEM 1: PROPOSAL TO AMEND RESTATED ARTICLES OF INCORPORATION 

(Item 1 on the Proxy Card) 

Introduction. The Board of Directors indicated in the Company’s 2004 proxy statement that it 
intended to submit for approval by the Company’s shareholders at the 2005 annual meeting an amendment 
to the Company’s Restated Articles of Incorporation (the “Articles of Incorporation”) that would 
declassify the Board of Directors by providing for each of the Company’s directors to be elected annually. 
The Board of Directors unanimously has deemed desirable and in the best interests of the Company and 
its shareholders, and recommends that the shareholders approve, an amendment to Article Fifth of the 
Company’s Articles of Incorporation, in order to (i) declassify the Board of Directors and provide for the 
annual election of all directors and (ii) allow for the removal of directors by shareholders with or without 
cause. If approved by the shareholders, the proposal to amend the Articles of Incorporation will be 
effective at the Annual Meeting or as soon as practicable following the Annual Meeting, subject to the 
filing of articles of amendment to the Articles of Incorporation with the North Carolina Secretary of State, 
which the Company anticipates would be done as soon as practicable following an affirmative vote on this 
Item 1 at the Annual Meeting. 

Article Fifth of the Articles of Incorporation currently requires the Board of Directors to be divided 
into three classes as nearly equal in number as possible. Each class of directors serves staggered, three-year 
terms, with the term of office of one class expiring each year. Under the current terms of Article Fifth, 
directors can be removed by shareholders only for cause. 

If this Item 1 is approved, paragraphs (b) and (c) of Article Fifth will be amended and replaced in 
their entirety with the following: 

“(b) The number of Directors constituting the Board of Directors shall not be less than three 
nor more than fifteen, as may be fixed from time to time by resolution duly adopted by the Board of 
Directors. Each director shall be elected to serve a term of one year, with each director’s term to 
expire at the annual meeting next following the director’s election as a Director. Notwithstanding the 
expiration of the term of a Director, the Director shall continue to hold office until a successor shall 
be elected and qualified. 

(c) A vacancy occurring on the Board of Directors, including, without limitation, a vacancy 
resulting from an increase in the number of Directors or from the failure by Shareholders of the 
Corporation to elect the full authorized number of Directors, may only be filled by a majority of the 
remaining Directors or by the sole remaining Director in office. In the event of the death, resignation, 
retirement, removal or disqualification of a Director during his elected term of office, his successor 
shall serve until the next Shareholders’ meeting at which Directors are elected. 5 ’ 

Purpose. This proposal to amend the Company’s Articles of Incorporation to declassify the Board of 
Directors and provide for the removal of directors by shareholders with or without cause is intended to 
increase director accountability to shareholders and continue to enhance the Company’s corporate 
governance policies and procedures. 

Background. Classified boards have been widely adopted by companies and have a long history in 
corporate law. Proponents of classified boards assert that they promote the independence of directors in 
that directors elected for multi-year terms are less subject to outside influence. Proponents of classified 
boards also believe that they provide continuity and stability in the management of the business and affairs 
of a company since a majority of directors will have prior experience as directors of the company. 
Proponents further assert that classified boards may enhance shareholder value by motivating an entity 
seeking control of a target company with a classified board to initiate arms-length discussions with the 
board of the target company because the entity would be unable to replace the entire board in a single 
election. 
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Some investors have, however, come to view classified boards as having the effect of insulating 
directors from being accountable to a corporation’s shareholders. A classified board of directors, for 
example, limits the ability of shareholders to elect all directors on an annual basis and exercise influence 
over a company, and may discourage proxy contests in which shareholders have an opportunity to vote for 
a competing slate of nominees. The election of directors is the primary means for shareholders to influence 
the business and affairs of the Company and to hold directors accountable for implementation of policies. 

Board Considerations. After due consideration of the various arguments for and against a classified 
board, the Board of Directors determined to propose declassifying the Board. This determination by the 
Board is in furtherance of its goal of ensuring that the Company’s corporate governance policies establish 
director accountability to the Company’s shareholders and will allow shareholders the opportunity each 
year to register their views on the performance of the Board of Directors. 

The Board of Directors has unanimously approved the proposed amendment declassifying the 
organization of the Board of Directors and, if approved by the requisite vote of the shareholders as set 
forth below, the Articles of Incorporation shall be amended to declassify the Board of Directors. 

Removal Without Cause. Companies with classified boards of directors generally have charter 
provisions prohibiting the removal of directors except with cause. The proposed amendment to the Articles 
of Incorporation will also permit directors to be removed by shareholders with or without cause. Like the 
declassification of the Board of Directors, this change is intended to enhance director accountability and 
the Company’s corporate governance practices. Under Section 55-8-08 of the North Carolina Business 
Corporation Act (the “NCBCA”), shareholders may remove one or more directors with or without cause 
unless the articles of incorporation provide that directors may be removed only for cause. Article Fifth 
currently provides that directors may be removed only for cause. The proposed amendment would 
eliminate the provision that directors can be removed only for cause. Thus, if Item 1 is approved, under the 
NCBCA, directors of the Company could be removed by the shareholders with or without cause. 

Effect of Voting Outcomes. If this Item 1 is approved and the amendment to Article Fifth of the 
Articles of Incorporation becomes effective at the 2005 annual meeting, the annual election of all directors 
would begin with the 2005 annual meeting of shareholders. Consequently, all directors would stand for re- 
election in 2005 pursuant to Item 2 and would be elected to one-year terms. Directors who would normally 
be subject to re-election in 2006 and 2007 have agreed to resign and to stand for reelection in 2005 if this 
Item I is approved and the amendment to Article Fifth of the Articles of Incorporation becomes effective 
at the 2005 annual meeting. 

If this Item 1 is not approved, pursuant to the Company’s current Articles of Incorporation (i) the 
Board of Directors will remain classified and approximately one-third of the Board will stand for election 
in any given year and (ii) the removal of directors will only be permitted with cause. In such a case, the 
Class II directors standing for election in 2005 pursuant to Item 3 would be elected to three-year terms and 
the Class I director standing for election in 2005 pursuant to Item 3 would be elected to a two-year term 
because Class I terms are scheduled to expire at the 2007 annual meeting. 

If Item 1 is approved, but the amendment to Article Fifth does not become effective at the 2005 
annual meeting due to an unexpected delay in filing the articles of amendment to the Articles of 
Incorporation with the North Carolina Secretary of State, the Class II directors standing for election in 
2005 pursuant to Item 3 would be elected to three-year terms and the Class I director standing for election 
in 2005 pursuant to Item 3 would be elected to a two-year term because Class I terms are scheduled to 
expire at the 2007 annual meeting. The current staggered terms for Class I and Class III directors would 
continue. However, if this Item 1 is approved and the amendment to Article Fifth of the Articles of 
Incorporation becomes effective prior to the beginning of the 2006 annual meeting, all of the directors 
have agreed to resign in 2006 and, if recommended by the Nominating and Governance Committee and 
nominated by the Board, to stand for re-election in 2006 for one-year terms. 
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What vote is required to approve this proposal? 

Approval of this proposal requires the affirmative vote of the holders of a majority of the shares 
present in person or represented by proxy and entitled to vote at the annual meeting. 

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR APPROVAL OF THE AMENDMENT 
TO THE RESTATED ARTICLES OF INCORPORATION. 
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ITEM 2: ELECTION OF DIRECTORS 
(Item 2 on the Proxy Card) 

How will the vote with respect to Item l affect Items 2 and 3? 

The Board of Directors presently consists of twelve (12) members and, prior to the adoption of the 
proposed amendment to the Company's Articles of Incorporation, is divided into three (3) classes. 
Classes I, II and III each consist of four (4) directors. The term of each class is three years, with terms 
staggered so that the term of one class expires at each annual meeting of shareholders. Directors hold 
office until the annual meeting of shareholders for the year in which his or her term expires and until his or 
her successor shall be elected and qualified, subject to his or her prior death, resignation, retirement, 
removal or disqualification. 

If the shareholders approve the proposed amendment to the Company’s Articles of Incorporation to 
declassify the Board of Directors and such amendment becomes effective at the 2005 annual meeting, all 
twelve (12) members of the Board will be up for election at the 2005 annual meeting. However, if the 
shareholders do not approve the proposed amendment or the amendment does not become effective at the 
2005 annual meeting, then the term of office of the current Class II directors will expire at the 2005 annual 
meeting and the term of office for the current Class III and Class I directors will expire at the 2006 and 
2007 annual meetings, respectively, except for one Class I director whose current term of office will expire 
at the 2005 annual meeting and who will then stand for election to a term expiring at the 2007 annual 
meeting along with the other Class I directors. 


Who are this year 's nominees? 

If the shareholders approve the proposed amendment pursuant to Item 1 above and the amendment 
becomes effective at the 2005 annual meeting, the twelve (12) directors nominated by the Nominating and 
Governance Committee of the Board of Directors for election this year to hold office until the 2006 annual 
meeting and until their respective successors are elected and qualified are: 


David W. Dorman 

Age 51 

Director since 2005 
Chairman of the Board and 
Chief Executive Officer of AT&T 


Massimo Ferragamo 

Age 47 

Director since 1997 
Chairman of 
Ferragamo USA, Inc. 


David W . Dorman has been the Chairman of the Board and 
Chief Executive Officer of AT&T Corp., a company that 
provides internet and transaction-based voice and data 
services, since November 2002. Prior to this, he was President 
of AT&T from 2000 to 2002 and the Chief Executive Officer 
of Concert, a former global venture created by AT&T and 
British Telecommunications pic, from 1999 to 2000. 
Mr. Dorman was Chairman, President and Chief Executive 
Officer of PointCast Incorporated from 1997 to 1999. 
Mr. Dorman also serves on the board of Scientific- 
Atlanta, Inc. 

Massimo Ferragamo is Chairman of Ferragamo USA, Inc., a 
subsidiary of Salvatore Ferragamo Italia, which controls sales 
and distribution of Ferragamo products in North America. 
Mr. Ferragamo has held this position since 1985. 
Mr. Ferragamo is also a director of Mayors Jewelers, Inc. 


17 


J. David Grissom 

Age 66 

Director since January 2003 
Chairman, Mayfair Capital 


Bonnie Hill 

Age 63 

Director since March 2003 
Chairman, B. Hill Enterprises LLC 


Robert Holland, Jr. 

Age 64 

Director since 1997 
Industry Partner, 

Cordova, Smart & Williams, LLC 


/. David Grissom is Chairman of Mayfair Capital, Inc., a 
private investment firm formed by Mr. Grissom in 1989. In 
addition, Mr. Grissom has been Chairman of The Glenview 
Trust Company, a private trust and investment management 
company, since 2001. He is also a director of Churchill Downs 
Incorporated and Providian Financial Corporation, and 
Chairman of the Board of Trustees of Centre College. 

Bonnie G. Hill is President of B. Hill Enterprises LLC, a 
consulting company. She has held this position since July 2001. 
She is also co-founder of Icon Blue, Inc., a brand operating 
company, and has been its chief operating officer since 
July 2001. She served as President and Chief Executive Officer 
of Times Mirror Foundation, a charitable foundation affiliated 
with the Tribune Company from 1997 to 2001 and Senior Vice 
President, Communications and Public Affairs, of the Los 
Angeles Times from 1998 to 2001. From 1992 to 1996, she 
served as Dean of the Mclntire School of Commerce at the 
University of Virginia. Ms. Hill currently serves as a director of 
AK Steel Holding Corporation, Albertson's Inc., Hershey 
Foods Corporation, The Home Depot, Inc., and California 
Water Service Group. She also serves on the boards of many 
charitable organizations. 

Robert Holland, Jr has been a general partner of Williams 
Capital Partners, LLC, a private equity investment firm, since 
2004. He has also maintained a consulting practice for 
strategic development assistance to senior management of 
Fortune 500 companies since 2001. He was Chief Executive 
Officer of Workplace Integrators, Michigan’s largest Steelcase 
office furniture dealer, from 1997 until 2001. From 1995 to 
1996, he was President and Chief Executive Officer of Ben & 
Jerry’s Homemade, Inc. Mr. Holland is also a director of 
Mazaruni Granite Products, Carver Federal Bank, Lexmark 
International, Inc. and Neptune Orient Lines Limited. 


Kenneth G. Langone 

Age 69 

Director since 1997 
Founder, Chairman of the Board, 
Chief Executive Officer and 
President, Invemed Associates, LLC 


Kenneth G. Langone is the founder, and since 1974, has been 
Chairman of the Board, Chief Executive Officer and 
President, of Invemed Associates, LLC, a New York Stock 
Exchange firm engaged in investment banking and brokerage. 
He is a founder of Home Depot, Inc. and has been a director 
since 1978. He is also a director of ChoicePoint, Inc., and 
Unifi, Inc. 


18 


Jonathan S. Linen 

Age 61 

Vice Chairman, 

American Express Company 

Jonathan S. Linen has been Vice Chairman of American 
Express Company, a diversified worldwide travel and financial 
services company, since August 1993. From 1992 to 1993 
Mr. Linen served as President and Chief Operating Officer of 
American Express Travel Related Services Company, Inc. 
From 1989 to 1992, Mr. Linen served as President and Chief 
Executive officer of Shearson Lehman Brothers. Mr. Linen is 
also a director of Bauscb & Lomb, World Monuments Fund 
and the U.S. Travel & Tourism Promotion Advisory Board. 

David C. Novak 

Age 52 

Director since 1997 

Chairman of the Board, Chief 

Executive Officer and President, Yum 

David C. Novak became Chairman of the Board on January 1, 
2001, and Chief Executive Officer of Yum on January 1, 2000. 
He also serves as President of Yum, a position he has held 
since October 21, 1997. Mr. Novak previously served as Group 
President and Chief Executive Officer, KFC and Pizza Hut 
from August 1996 to July 1997, at which time he became acting 
Vice Chairman of Yum. He is a director of J.P. Morgan Chase. 

Andrall E. Pearson 

Age 79 

Director since 1997 

Founding Chairman, Yum 

Andrall E. Pearson became Founding Chairman of Yum 
effective January 1, 2001. From August 15, 1997 to 
December 31, 2000, he served as Chairman of the Board of 
Yum, and he previously served as Chief Executive Officer of 
the Company from October 21, 1997 to January 1, 2000. 
Mr. Pearson served as an operating partner of Clayton, 
Dubilier & Rice, a leveraged buy-out firm, from 1993 to 1997. 
He was President and Chief Operating Officer of 
PepsiCo, Inc. from 1971 through 1984 and served on 
PepsiCo’s Board of Directors for 26 years, retiring in 
April 1996. Mr. Pearson is a director of Citigroup Inc. (until 
April 19, 2005). 

Thomas M. Ryan 

Age 52 

Director since 2002 

Chairman, President and Chief 

Executive Officer, CVS Corporation 
and CVS Pharmacy, Inc. 

Thomas M . Ryan is Chairman, Chief Executive Officer and 
President of CVS Corporation, an operator of retail 
pharmacies. He became Chairman of CVS in April 1999 and 
Chief Executive Officer and President in May 1998. From 
1994 to present, Mr. Ryan also served as Chief Executive 
Officer and President of CVS Pharmacy, Inc. Mr. Ryan is a 
director of Bank of America, and Reebok International Ltd. 

Jackie Trujillo 

Age 69 

Director since 1997 

Chairman Emeritus, Harman 
Management Corporation 

Jackie Trujillo has been Chairman Emeritus of the Board of 
Harman Management Corporation (“Harman”), one of 
KFC’s largest franchisees, since July 2004. From 1995 to 
2004, she was Chairman of the Board of Harman. 

Robert J. Ulrich 

Age 61 

Director since 1997 

Chairman and Chief Executive Officer, 
Target Corporation 

Roben /. Uhich is Chairman and Chief Executive Officer of 
Target Corporation, a retail merchandising business. He 
became Chairman and Chief Executive Officer of Target in 
1987. 
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If elected, we expect that all of the aforementioned nominees will serve as directors and hold office 
until the 2006 annual meeting of shareholders and until their respective successors have been elected and 
qualified. Based on the recommendation of the Nominating and Governance Committee, all of the 
aforementioned nominees are standing for reelection except for Messrs. Dorman and Linen who are 
standing for election by shareholders for the first time. The Board of Directors recommends that you vote 
FOR the election of these nominees. 

What if a nominee is unwilling or unable to serve? 

That is not expected to occur. If it does, proxies will be voted for a substitute nominated by the Board 
of Directors. 

What vote is required to elect directors? 

A plurality of the votes cast at the annual meeting is required for the election of directors. This means 
that the 12 nominees receiving the highest number of votes cast at the meeting will be elected. 
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ITEM 3: ELECTION OF FOUR CLASS II DIRECTORS AND ONE CLASS I DIRECTOR 

(Item 3 on the Proxy Card) 

Who are this year’s nominees? 

If the shareholders do not approve the proposed amendment to the Company’s Articles of 
Incorporation pursuant to Item 1 above or the amendment does not become effective at the 2005 annual 
meeting, the four (4) Class II director nominees for a term expiring at the 2008 annual meeting are: 

• David W. Dorman; 

• Massimo Ferragamo; 

• Thomas M. Ryan; and 

• Robert J, Ulrich; 

and the one (1) Class I director nominee for a term expiring at the 2007 annual meeting is: 

• Jonathan S. Linen. 

Set forth previously is the biographical information with respect to each of the director nominees 
listed above. 

If the shareholders do not approve the proposed amendment to the Company’s Articles of 
Incorporation pursuant to Item 1 above, we expect that all of the aforementioned Class II nominees, if 
elected, will serve as Class II directors and hold office until the 2008 annual meeting of shareholders and 
until their respective successors have been elected and qualified, and that the aforementioned Class I 
nominee, if elected, will serve as a Class I director and hold office until the 2007 annual meeting of 
shareholders and until his successor has been elected and qualified. Robert Holland, Jr., David C. Novak 
and Jackie Trujillo will remain as Class I directors with terms expiring at the 2007 annual meeting and 
J. David Grissom, Bonnie G. Hill, Kenneth G. Langone and Andrall E. Pearson will remain as 
Class III directors with terms expiring at the 2006 annual meeting. 

If the proposed amendment under Item 1 is approved by the Company’s shareholders, but does not 
become effective until after the beginning of the 2005 annual meeting and before the 2006 annual meeting, 
each member of the Board of Directors has agreed to resign from his or her then-current staggered term 
on the Board of Directors and to stand, at the 2006 annual meeting, for re-election to a one-year term as a 
member of the declassified Board of Directors. 

Messrs. Ferragamo, Ryan and Ulrich are standing for re-election. Messrs. Dorman and Linen are 
standing for election by shareholders for the first time. The Board of Directors recommends that you vote 
FOR the election of these nominees. 

What if a nominee is unwilling or unable to serve? 

That is not expected to occur. If it does, proxies will be voted for a substitute nominated by the Board 
of Directors. 

What vote is required to elect directors? 

The four (4) Class II nominees who receive the highest number of votes as Class II directors will be 
elected as Class II directors of the Company, and the one (1) Class I nominee who receives the highest 
number of votes as a Class I director will be elected as a Class I director of the Company. 
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ITEM 4: RATIFICATION OF INDEPENDENT AUDITORS 
(Item 4 on the Proxy Card) 

What am I voting on ? 

A proposal to ratify the selection of KPMG LLP (“KPMG”) as our independent auditors for fiscal 
year 2005. The Audit Committee of the Board of Directors has selected KPMG to audit our consolidated 
financial statements. During fiscal 2004, KPMG served as our independent auditors and also provided 
other audit-related and non-audit services. 

Will a representative of KPMG be present at the meeting? 

Representatives of KPMG will be present at the annual meeting and will have the opportunity to 
make a statement if they desire and will be available to respond to appropriate questions from 
shareholders. 

What vote is required to approve this proposal? 

Approval of this proposal requires the affirmative vote of a majority of the shares present in person or 
represented by proxy and entitled to vote at the annual meeting. If the selection of KPMG is not ratified, 
the Audit Committee will reconsider the selection of independent auditors. 

What fees did we pay to KPMG for audit and other services for fiscal years 2004 and 2003? 

The following table presents fees for professional seivices rendered by KPMG for the audit of the 
Company's annual financial statements for 2004 and 2003, and fees billed for audit-related services, tax 
services and all other services rendered by KPMG for 2004 and 2003. 


Audit fees(l). 

Audit-related fees(2). 

Audit and audit-related fees 

Tax fees(3). 

All other fees. 

Total fees. 


2004 2003 


$5,500,000 

$3,400,000 

500,000 

500,000 

6,000,000 

3,900,000 

1,800,000 

2,100,000 

— 

— 


$7,800,000 $6,000,000 


(1) Audit fees for 2004 and 2003 include fees for the audit of the annual consolidated financial 
statements, reviews of the condensed consolidated financial statements included in the Company's 
quarterly reports, and statutory audits. In 2004, audit fees also include fees for professional services 
rendered for audits of (i) management’s assessment of the effectiveness of internal control over 
financial reporting and (ii) the effectiveness of internal control over financial reporting. 

(2) Audit-related fees for 2004 and 2003 consisted principally of fees for audits of financial statements of 
certain employee benefit plans and other attestations. 

(3) Tax fees for 2004 and 2003 consisted principally of fees for international tax compliance and 
expatriate tax services. Additionally in 2003, $0.3 million was billed for a tax project initiated by 
Yorkshire Global Restaurants, Inc, prior to its acquisition by the Company. 

The Audit Committee has adopted a policy under which audit and non-audit services to be rendered 
by the Company's independent public accountants are pre-approved. The Committee's Pre-Approval 
Policy is attached as Annex A to this proxy statement. 

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU 
VOTE FOR APPROVAL OF THIS PROPOSAL 
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ITEM 5: SHAREHOLDER PROPOSAL 
Relating to a Sustainability Report 
(Item 5 on the Proxy Card) 

What am I voting on ? 

Trillium Asset Management Corporation, Center for Reflection, Education and Action, Inc., United 
Church for Pension Management, United Church Foundation, Board of Pensions of the Evangelical 
Lutheran Church of America and Christian Brothers Investment Services, Inc. have advised us that they 
intend to present the following shareholder proposal at the Annual Meeting. We will furnish the address 
and the share ownership of the proponents upon request. 

Whereas the global economy presents corporations with the challenge of creating sustainable business 
relationships by participating in the sustainable development of communities in which they operate. The 
World Commission on Environment and Development defined sustainable development as “development 
which meets the needs of the present without compromising the ability of future generations to meet their 
own needs.” (Our Common Future, 1987) 

We believe the ability of corporations to continue to provide goods/services in our interdependent 
world depends on their acceptability to the societies where they do business. Good corporate citizenship 
goes beyond the traditional functions of creating jobs and paying taxes, to include corporate practices 
designed to protect human rights, worker rights, land and the environment. 

According to Dow Jones Sustainability Group, sustainability includes: “Encouraging long lasting 
social well being in communities where they operate, interacting with different stakeholders (e.g. clients, 
suppliers, employees, government, local communities and nongovernmental organizations) and responding 
to their specific and evolving needs thereby securing a long term “license to operate,’ superior customer 
and employee loyalty and ultimately superior financial returns.” (www.sustainability-index.com 
March 2000) 

Footwear and apparel companies accept their responsibility for working conditions and wages 
throughout their supply chain. The food service industry must accept its responsibility for sustainability 
throughout its supply chain, including the agricultural workers who pick the many products that are part of 
the food sold. Just as these workers through their labor, contribute to the sustainability of the company, so 
must YUM Brands accept its responsibility for the working conditions, wages and benefits of these 
workers. These workers then contribute to the sustainability of their home communities from which they 
come and where their families live. 

Concerned investors evaluate companies on their financial, environmental and social performance— 
the triple bottom line. Some companies have published sustainability reports and are taking a long-term 
approach to creating shareholder value through embracing opportunities and managing risks derived from 
economic, environmental and social developments. We believe sustainability reporting should be included 
in our company’s annual report. 

We believe corporate sustainability includes a commitment to pay a sustainable living wage to 
employees as a means to empowering sustainable economies. Workers need to have the purchasing power 
to meet their basic needs. We believe paying sustainable wages contributes to community development and 
employee loyalty to the company. 

The sustainability of corporations; we believe, is connected to the economic sustainability of their 
workers and the communities where corporations operate and sell products. Effective corporate policies 
can benefit both communities and corporations. 

Resolved: Shareholders request the Board of Directors to prepare at reasonable expense a 
sustainability report. A summary of the report should be provided to shareholders by October 2005. 
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Supporting Statement 

We believe the report should include: 

1. Yum Brand's operating definition of sustainability. 

2. A review of current Yum Brand policies and practices related to social, environmental and economic 
sustainability throughout the supply chain. 

3. A summary of long-term plans to integrate sustainability objectives throughout company operations. 

MANAGEMENT STATEMENT IN OPPOSITION 
TO SHAREHOLDER PROPOSAL 

What is the recommendation of the Board of Directors? 

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE AGAINST THIS PROPOSAL 

What is the Company’s position regarding the sustainability proposal? 

As we discussed in last year's proxy, Yum is fully committed to ensuring that all of our facilities, 
whether in the U.S. or any other country, are operated legally, ethically, responsibly and in a manner that 
benefits the communities in which they are located. Our Worldwide Code of Conduct, summarized on our 
web site, under the “Community-Environment" section, guides our activities around the world. It commits 
us to act as an environmentally responsible corporate citizen, to provide a safe and healthy work 
environment, and to seek methods that are both socially responsible and economically sound. Factual 
information regarding our environmental record is disclosed on our web site under the “Community- 
Environment” section at www.yum.com. Our Worldwide Code of Conduct is disclosed on our Web site at 
www.yum.com/investors/governance. 

Our compensation policy and practice is to pay wages and benefits that are competitive in the 
respective communities in which we operate, to attract and retain quality employees. In each of the various 
countries in which we operate, our employees are paid wages that are at or above any applicable minimum 
wage standards. 

All our suppliers are required to comply with the laws and regulations of the countries and localities in 
which they operate. To encourage compliance with all legal requirements and ethical business practices, 
Yum has established a supplier code of conduct summarized on our web site at www.yum.com/community. 
Under the “Community-Supplier Code of Conduct” section, our U.S. suppliers are required to abide by all 
applicable laws, codes or regulations including, but not limited to, any local, state or federal laws regarding 
wages and benefits, workmen’s compensation, working hours, equal opportunity, worker and product 
safety. Yum also expects that suppliers will conform their practices to the published standards for their 
industry. Suppliers are expected to conduct audits and inspections to insure compliance with Yum’s 
Supplier Code of Conduct and applicable laws and regulations. Failure to observe the code of conduct may 
subject the supplier to disciplinary action, which could include termination of the supplier relationship. 

Yum continues to build upon our track record of leadership in this area. This year we played a lead 
role in the adoption of a state of the art supplier code of conduct by the National Council of Chain 
Restaurants (“NCCR”). This code serves as a model for all members of the NCCR. 
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We are committed to enhancing the quality of life in the communities in which we operate. We 
provide financial support to many local, national and international non-profit organizations, and have 
implemented programs such as our YUMeals/Dare to Care Food Bank, Pizza Hut's BOOK IT!, Taco 
Bell's TEENSupreme, and KFCs Colonel's Kids, to help build stronger families in the communities in 
which we operate. In addition, we train our 840,000 system employees four times a year on life skills. These 
life skills include (1) listening and responding to our customers, (2) empathy—asking the employee to put 
himself or herself in the customers' shoes, (3) exceeding customer expectations within reason, and 
(4) recovering from errors when necessary with urgency. 

Inclusion and diversity are business imperatives for us and a founding principle. Our commitment in 
this area is reflected in the diverse style and background of our workforce, and a Company culture that 
encourages ideas from everyone. Our Community Diversity Department assists in leveraging and 
promoting community involvement, along with franchise, supplier, and employment diversity, as essential 
ingredients in our continued growth. Our Supplier Diversity Initiative seeks to develop and facilitate 
strategic relationships with minority and women-owned business enterprises, advancing the economic 
strength of the communities where we do business. 

Why does the Company oppose this proposal? 

We work hard to be a good corporate citizen and promote social, environmental and economic 
initiatives. We have been, and will continue to be, committed to upholding and abiding by all laws and 
regulations that govern our operations, wherever we operate. We are equally committed to ensuring that 
our suppliers abide by all laws and regulations that govern their business, wherever they operate. If it is 
brought to our attention that any supplier of Yum is in repeated violation of any employment law or 
regulation governing their business, and corrective action is not taken, the supplier would be subject to 
disciplinary action, which could include termination of the supplier relationship. Moreover, we will 
continue our commitment to treating all of our employees with dignity, fairness and respect, protecting the 
health and safety of our employees, protecting the environment, and enhancing the quality of life in the 
communities in which we operate. 

We believe that the proposed sustainability report and review is unnecessary and would not result in 
any additional benefit to our shareholders or employees. The proposed report would be costly and time¬ 
intensive, and is duplicative of many of our existing policies, initiatives and efforts. The same proposal 
requesting that the Board prepare a sustainability report was submitted at our last Annual Meeting. We 
opposed the proposal last year, and shareholders rejected it. 

FOR THESE REASONS, WE RECOMMEND THAT YOU VOTE AGAINST THIS PROPOSAL 
What vote is required to approve this proposal? 

Approval of this proposal requires the affirmative vote of a majority of the shares present in person or 
represented by proxy and entitled to vote at the annual meeting. 
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ITEM 6: SHAREHOLDER PROPOSAL 
RELATING TO A DIVERSITY REPORT 
(Item 6 on the Proxy Card) 

What am I voting on? 

The Citizens Funds and Needmor Fund have advised us that they intend to present the following 
shareholder proposal at the Annual Meeting. We will furnish the addresses and the share ownership of the 
proponent upon request. 

We believe equal employment opportunity and civil rights compliance are important issues for 
shareholders, employees and management. According to the bipartisan 1995 Glass Ceiling Commission 
report, a positive diversity record also has a positive impact on the bottom line. It recognized that “public 
disclosure of diversity data” motivates companies “to develop and maintain innovative, effective programs 
to break the glass ceiling barriers.” 

Yet, while women and minorities comprise 60.6% of the US workforce (2000 Census), the leading 
women's organization Catalyst, in a 2002 report, notes only 7.9% of posts Executive VP and above are held 
by women. 

Discrimination against employees and customers can create significant burdens for shareholders due 
to the high cost of litigation, potential loss of government contracts and potential damage to a company's 
reputation. In the pharmaceutical, petroleum and consumer products industries, discrimination lawsuits 
have resulted in financial costs to shareholders totaling billions of dollars. In the restaurant industry, 
customer discrimination cases alleging civil rights violations have also resulted in tens of millions of dollars 
for plaintiffs. 

Specifically related to YUM! Brands, disabled customers in California are suing Taco Bell, a YUM! 
subsidiary, alleging that corporate restaurants are not accessible to customers using wheelchairs or scooters 
in violation of federal and state civil rights laws. The United States District Court has already certified the 
case as a statewide class action. Ongoing surveys of corporate restaurants taken jointly by plaintiffs and 
Taco Bell reveal numerous violations of the accessibility standards. Attorneys representing the disabled 
customers have, among them, recovered hundreds of millions of dollars in civil rights suits against 
companies such as Denny's, Shoney’s, State Farm and others, and have successfully sued Taco Bell 
elsewhere. As shareholders we are very concerned with the potential financial and public relations 
exposure that could result from this case. 

Over 150 major U.S. corporations disclose EEO-1 data to shareholders including General Motors, 
Intel, IBM and Pfizer and companies that experienced large racial and gender discrimination lawsuits 
(e.g. Chevron-Texaco, Coca-Cola). We believe YUM! should do a diversity report including information 
about the California class action and the company’s policies and practices regarding persons with 
disabilities since these matters could adversely affect shareholders. 

RESOLVED: The shareholders request our company prepare a report, at reasonable cost and omitting 
confidential information, within four months of the annual meeting, on the following: 

1. A summary description of the status of the California disabilities class action. 

2. A summary description of any policies and programs regarding access for the disabled at 
corporate restaurants; 

3. A chart identifying employees according to their gender and race in each of the nine major 
EEOC-defined job categories for the last three years, listing percentages in each category; 
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4. A summary description of YUM! Brands policies and programs to improve company 
performance regarding diversity, including those job categories where women and minorities are under 
utilized; 

5. A description of policies and programs aimed at increasing the number of managers who are 
qualified females or minorities. 

MANAGEMENT STATEMENT IN OPPOSITION 
TO SHAREHOLDER PROPOSAL 

What is the recommendation of the Board of Directors? 

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE AGAINST THIS PROPOSAL 

What is the Company’s position regarding the diversity proposal? 

It is Yum’s policy to comply with all laws, including fair employment, civil rights and access for the 
disabled laws. It is our policy to deal fairly with employees and recruit, hire, train, promote, and provide 
other conditions of employment without regard to race, color, age, gender, religion, disability, national 
origin, sexual orientation, citizenship or veteran status. We recognize that one of our greatest strengths lies 
in the talent and ability of our employees. Employees are expected to hold themselves accountable to the 
highest professional standards, with mutual respect being the basis of all professional relationships. Human 
resource goals have been established to guide the Company activities in employee relations, including 
requiring a goal of presenting a diverse slate of candidates for every open position. 

More importantly, however, the Company is committed to building a culture where diversity is a key 
competitive advantage both in how we work together and in how we do business. “Belief in People” is one 
of our founding principles and an essential part of our commitment to create an inclusive environment that 
reflects the communities in which we operate. This commitment starts with our Chairman and CEO who 
has made it one of his personal blue chips to identify and accelerate development of next generation talent 
at every managerial level, and to build even stronger diversity within the Company. Progress against this 
goal is taken into consideration with respect to our Chairman and CEO’s compensation. In addition, at its 
inception, the Company created a Diversity Department to better foster diversity throughout the Company 
and ensure that diversity is a significant part of Yuiris training programs, supplier relations, philanthropic 
initiatives, and community efforts. This department, headed by one of the officers of the Company, serves 
as the focal point for establishing a clear framework for continuing improvement in this area. Some of the 
initiatives of the Diversity Department include sponsorship of a wide variety of initiatives for the 
advancement of women and minorities including mentoring, internships, scholarships, regional networking 
forums, and professional development opportunities. We measure our progress annually through our 
Annual Founders Survey (in which we ask all employees to rate the Company on a number of topics, 
including diversity and other workforce related issues), and Quarterly Business and People Planning 
Review Sessions conducted by our Chairman and CEO. 

Additionally, we extend our policies of valuing diversity beyond our workplace to our relationships 
with suppliers, franchisees, and the communities we serve. We are founding members of the Women’s 
Foodservice Forum (WFF), Multicultural Foodservice and Hospitality Alliance (MFHA), Women’s 
Business Enterprise National Council (WBENC), National Minority Franchising Initiative (NMFI) and 
Women’s Franchise and Distribution Forum (WFDF). Through our active leadership roles in these and 
other organizations, including the National Urban League, Organization of Chinese Americans, US Pan 
Asian American Chamber of Commerce, Congressional Hispanic Caucus, national Black and Hispanic 
MBA organizations, we continue to benchmark best practices that will help us advance our diversity and 
inclusion initiatives. 
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We are extremely proud that our progress in driving diversity across every aspect of our business has 
been recognized by Fortune magazine. In 2003, Yum was named by Fortune as #35 among the “Top 50 
Best Companies for Minorities.” In 2004, Yum moved up an impressive 20 spots on the list to #15, and 
took the top spot for managerial diversity. Moreover, the Company ranked #1 as the largest employer of 
African-Americans and within the Top 10 for Native Americans. 

Beyond a policy of mere compliance with the law, we are committed to creating and maintaining 
restaurants that are welcoming and enjoyable to all our customers, including those with disabilities. 
Concerning the portion of the shareholder proposal that relates to pending litigation against Taco Bell in 
California, Yum has already made clear in a previous public filing that it has significant defenses to this 
action and that it is pursuing them in the appropriate manner. 

Why does the Company oppose this proposal? 

This shareholder proposal requests a diversity report and a chart similar to Form EEO-1, which the 
Company and other private employers prepare and file on a confidential basis with the Equal Employment 
Opportunity Commission each year. We do not believe that preparing this report or publicizing this data, 
would meaningfully further the goal of equal employment opportunity. We currently share information 
with the general public about our diversity philosophy through our Website. 

Our commitment to equal employment opportunity is exemplified by our existing internal and 
external communications and programs. In addition, we are committed to creating and maintaining 
restaurants that are welcoming and enjoyable to all of our customers, including those with disabilities. The 
time and expense involved in producing the report requested by the proponents neither furthers our equal 
employment efforts or commitment to our customers, nor is it a prudent use of our resources. Therefore, 
the preparation of a report as requested by the proponents is not in the best interests of the shareholders. 

FOR THESE REASONS, WE RECOMMEND THAT YOU VOTE AGAINST THIS PROPOSAL. 

What vote is required to approve this proposal? 

Approval of this proposal requires the affirmative vote of a majority of the shares present in person or 
represented by proxy and entitled to vote at the annual meeting. 
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ITEM 7: SHAREHOLDER PROPOSAL 
Relating to the MacBride Principles 
(Item 7 on the Proxy Card) 

What am I voting on ? 

The Comptroller of the City of New York, Comptroller of the State of New York and the Minnesota 
State Board of Investment advised the Company that they intend to present the following shareholder 
proposal at the Annual Meeting. We will furnish the address and the share ownership of the proponents 
upon request. 

WHEREAS, Yum Brands, Inc. has thirty-eight Kentucky Fried Chicken franchise restaurants in Northern 
Ireland; 

WHEREAS, the securing of a lasting peace in Northern Ireland encourages us to promote means for 
establishing justice and equality; 

WHEREAS, employment discrimination in Northern Ireland was cited by the International Commission of 
Jurists as being one of the major causes of sectarian strife; 

WHEREAS, Dr. Sean MacBride, founder of Amnesty International and Nobel Peace laureate, has 
proposed several equal opportunity employment principles to serve as guidelines for corporations in 
Northern Ireland. These include: 

1. Increasing the representation of individuals from underrepresented religious groups in the 
workforce including managerial, supervisory, administrative, clerical and technical jobs. 

2. Adequate security for the protection of minority employees both at the workplace and while 
traveling to and from work. 

3. The banning of provocative religious or political emblems from the workplace. 

4. All job openings should be publicly advertised and special recruitment efforts should be made to 
attract applicants from underrepresented religious groups. 

5. Layoff, recall, and termination procedures should not in practice, favor particular religious 
groupings. 

6. The abolition of job reservations, apprenticeship restrictions, and differential employment 
criteria, which discriminate on the basis of religion or ethnic origin. 

7. The development of training programs that will prepare substantial numbers of current minority 
employees for skilled jobs, including the expansion of existing programs and the creation of new programs 
to train, upgrade, and improve the skills of minority employees. 

8. The establishment of procedures to assess, identify and actively recruit minority employees with 
potential for further advancement. 

9. The appointment of a senior management staff member to oversee the company’s affirmative 
action efforts and the setting up of timetables to carry out affirmative action principles. 

RESOLVED: Shareholders request the Board of Directors to: 

To urge Yum Brands' franchise holders in Northern Ireland to take all possible lawful efforts to implement 
and/or increase activity on each of the nine MacBride Principles. 
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SUPPORTING STATEMENT 


We believe that our company benefits by hiring from the widest available talent pool. An employee's 
ability to do the job should be the primary consideration in hiring and promotion decisions. 

Implementation of the MacBride Principles by Yum Brands' KFC franchise holders will demonstrate 
its concern for human rights and equality of opportunity in its international operations. 

Please vote your proxy FOR these concerns. 

MANAGEMENT STATEMENT IN OPPOSITION 
TO SHAREHOLDER PROPOSAL 

What is the recommendation of the Board of Directors? 

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE AGAINST THIS PROPOSAL 

What is the Company's position regarding the MacBride Principles? 

The Company supports efforts to eliminate employee discrimination and differences in compensation 
rates in the workplace between the Catholic and Protestant communities in Northern Ireland. Northern 
Ireland has adopted a series of legislative measures to address these issues, culminating in the Fair 
Employment & Treatment (Nl) Order 1998. These legislative measures are wide-ranging and specifically 
designed to deter discrimination and provide remedies for those affected by discrimination. 

This legislation applies to all employers in Northern Ireland, including our franchise business. The 
MacBride Principles, which date from the mid-^SO's, precede this legislation and are no longer 
appropriate as a result of the legislation. 

The enforcement of the Fair Employment & Treatment (NI) Order 1998 is handled by the Equality 
Commission, a non-departmental government agency with extensive powers and resources. All remedies 
and complaints under that Order are handled by the Fair Employment Tribunal, an independent judicial 
tribunal with extensive powers to provide remedies to those affected by discrimination. 

Why does the Company oppose this proposal? 

All 38 KFC stores in Northern Ireland are owned and operated by a single franchisee; there are no 
Company-owned restaurants operating in Northern Ireland and the Company does not have a subsidiary in 
Northern Ireland. Under its franchise agreement with KFC, the franchisee is required to comply with all 
applicable laws, regulations, rules, by-laws, orders and ordinances in the operation of its business, which 
would include the Fair Employment Sc Treatment (NI) Order 1998. As a result, the franchisee is required 
to implement fair and equal employment practices in accordance with this Order. 

For the above reasons, the Company continues to believe that it is not necessary or appropriate for 
the Company to seek to have its franchisee adopt the additional and overlapping obligations of the 
MacBride Principles. Furthermore, under the terms of the franchise agreement, the Company cannot 
require the franchisee to adopt these principles since they have no legal effect in Northern Ireland. 

This proposal was submitted at our last Annual Meeting. We opposed the proposal last year, and 
shareholders overwhelmingly rejected the proposal. 

FOR THESE REASONS, WE RECOMMEND THAT YOU VOTE AGAINST THIS PROPOSAL 
What vote is required to approve this proposal? 

Approval of this proposal requires the affirmative vote of a majority of the shares present in person or 
represented by proxy and entitled to vote at the annual meeting. 


30 


ITEM 8: SHAREHOLDER PROPOSAL 
Relating to a Genetically Engineered Food Report 
(Item 8 on the Proxy Card) 

What am I voting on ? 

The Sisters of Charity of the Incarnate Word have advised us that they intend to present the following 
shareholder proposal at the Annual Meeting. We will furnish the addresses and the share ownership of the 
proponent upon request. 

RESOLVED: Shareholders request that an independent committee of the Board review Company 
policies and procedures for monitoring genetically engineered (GE) ingredients and report (at reasonable 
cost and omitting proprietary information) to shareholders within six months of the annual meeting on the 
results of the review, including: 

(i) the scope of Company products that are genetically engineered; 

(ii) the environmental impacts of continued use of GE products sold or manufactured by the 
company; 

(hi) contingency plans for removing GE seed and other GE products from the ecosystem should 
circumstances so require; 

(iv) evidence of independent long-term safety testing demonstrating that GE crops, organisms, or 
products thereof are actually safe for humans, animals, and the environment. 

SUPPORTING STATEMENT 

Indicators that genetically engineered organisms MAY be harmful to humans, animals, or the 
environment include: 

• The report Safety of Genetically Engineered Foods: Approaches to Assessing Unintended Health 
Effects (National Academy of Sciences [NAS] 7/2004) states: ... “there remain sizable gaps in our 
ability to identify compositional changes that result from genetic modification of organisms intended for 
food; to determine the biological relevance of such changes to human health; to devise appropriate 
scientific methods to predict and assess unintended adverse effects on human health . " (p. 15) 

• The study Gone to Seed (Union of Concerned Scientists, 3/2004f found that genetically engineered 
DNA is contaminating U.S. traditional seeds (com, soybean, canola), and that if left unchecked could 
disrupt agricultural trade, unfairly burden the organic foods industry, and allow hazardous materials into 
the food supply . 

The FDA does not require products of GE food products to seek prior FDA approval of finished GE 
food products; producers of GE-products are merely encouraged to have voluntary safety consultations 
with the FDA. The testing protocol on foods derived from biotechnology adopted in 2003 by the Joint UN 
FAO/WHO Codex Alimentarious Commission is not required by the FDA to assess GE foods on the U.S. 
market. 

No post-marketing surveillance is in effect to verify pre-market screening for unanticipated adverse 
health consequences from the consumption of GE food. (NAS 7/2004) 

European Union rules require traceability of food and feed ingredients to their source materials, and 
labeling of food containing more than 0.9% GE ingredients. 

Insurers in Germany, the UK and elsewhere are refusing liability coverage for genetically engineered 
crops, an example of heightened concern about the long-term safety of GE crops. 
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Weed resistance to the herbicide used widely by farmers who plant genetically engineered herbicide 
resistant crops, is increasing. (Agriculture Research Service 8/24/04). 

In December 2002, StarLink corn, not approved for human consumption, was detected in a U.S. corn 
shipment to Japan. StarLink first contaminated U.S. corn supplies in September 2000, triggering a recall of 
300 products. 

An August-September 2004 survey of 1,194 grain elevators across the United States conducted by the 
American Corn Growers Foundation Farmer Choice-Customer First program found that nearly one- 
quarter (23.7%) reported that they require segregation of biotech corn from conventional corn varieties. 

We believe such a report will disclose information material to the company's future. 

MANAGEMENT STATEMENT IN OPPOSITION 
TO SHAREHOLDER PROPOSAL 

What is the recommendation of the Board of Directors? 

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE AGAINST THIS PROPOSAL 

What is the Company's position regarding the request to review the Company’s policies for food products 
containing GE ingredients? 

As we discussed in last year's Proxy Statement, the Company is absolutely committed to serving safe, 
high quality products to its customers. At the Company's restaurants, A&W, KFC, Long John Silver's, 
Pizza Hut and Taco Bell, the customer's safety and confidence has always been and will continue to be the 
highest priority. 

The products served at the Company's restaurants are highly regulated by a number of governmental 
agencies in each country in which we operate. For example, the U.S. Food and Drug Administration (the 
“FDA") and the U.S. Department of Agriculture (the “USDA") are charged with monitoring the safety of 
products served to U.S. consumers and we believe we are in compliance with their rules and regulations. 
The Company believes it is in compliance with all applicable worldwide regulations. In addition, the 
Company requires that all of its suppliers comply with such regulations. 

Furthermore, the agencies that regulate food sold to U.S. consumers have not found any meaningful 
safety, health or environmental risks posed by genetically engineered food products grown in the U.S. The 
Company, nonetheless, has monitored and intends to continue to actively monitor developments in 
agricultural biotechnology. In addition, the Company has supported, and intends to continue its support of, 
initiatives of governmental agencies to ensure that food served at the Company’s restaurants is safe for 
consumers. 

Based on the foregoing and in particular based upon the Company's commitment to adhere to all 
applicable governmental regulations, the Company believes that the production of the report requested by 
this shareholder proposal is unnecessary, inappropriate and would be a wasteful use of corporate resources 
and, therefore, is not in the best interests of the Company and its shareholders. 

Why does the Company oppose the proposal? 

Requiring the Company to provide the requested report to shareholders would involve unnecessary 
and wasteful expenditures of time and resources and we believe would not add new information to the 
ongoing dialogue on this issue. Therefore, we believe that the production of the report is not in the best 
interests of the Company and its shareholders. 
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All products sold at our restaurants, including those that may contain ingredients developed through 
biotechnology, are safe. Furthermore, biotechnology, applied as regulated by governmental agencies such 
as the FDA and USDA, can bring numerous benefits to society and the environment including the creation 
of more nutritious foods, the possibility of finding new ways to help feed the world and the reduction of the 
use of pesticides. We believe that our shareholders will be better served if governmental agencies such as 
the FDA and USDA monitor farmers and scientists to determine the safety of biotechnology-derived food 
ingredients for both human consumption and the environment while the Company keeps its focus on 
offering tasty and desirable restaurant meals for our customers that comply with applicable food safety 
regulations. 

This proposal was submitted at our last Annual Meeting. We opposed the proposal last year, and 
shareholders overwhelmingly rejected the proposal. 

FOR THESE REASONS, WE RECOMMEND THAT YOU VOTE AGAINST THIS PROPOSAL 
Vote Required 

The affirmative vote of a majority of the shares present in person or represented by proxy and entitled 
to vote at the Annual Meeting is required to approve this proposal. 
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ITEM 9: SHAREHOLDER PROPOSAL 
RELATING TO AN ANIMAL WELFARE STANDARDS REPORT 
(Item 9 on the Proxy Card) 

What am I voting on ? 

People for the Ethical Treatment of Animals and Jana Kohl have advised us that they intend to 
present the following shareholder proposal at the Annual Meeting. We will furnish the addresses and the 
share ownership of the proponents upon request 

In its Animal Welfare Guiding Principles, our company, Yum! Brands (Yum), states: “Yum Brands 
believes treating animals humanely and with care is a key part of our quality assurance efforts. This means 
animals should be free from mistreatment at all possible times from how they are raised and cared for to 
how they are transported and processed. Our goal is to only deal with suppliers who provide an 
environment that is free from cruelty, abuse and neglect.” 

YunTs Web site states that “processing guidelines and audits are designed to manage and monitor 
each step of the process to determine whether the birds supplied to KFC are handled humanely and any 
suffering is minimized.” Yum has hired an expert Animal Welfare Advisory Panel, including Drs. Temple 
Grandin and Ian Duncan, and Yum's claims with regard to animal welfare are the most ambitious in the 
industry. 

However, our company continues to buy from suppliers engaged in cruelty to animals in complete 
contravention of our company's stated policies and at a grave risk to Yum's reputation. For example, 
current abusive practices include the following: 

• Processing methods that painfully dump and shackle live chickens, slaughtering many while still 
fully conscious 

• Breeding and drugging animals to grow so quickly that many can barely move by the time they are 
transported to slaughter and millions die before they can be slaughtered 

• Codifying a system that accepts painful cracks or ulcers on the feet of 30 percent of U.S.-raised 
chickens (more than 100 million birds each year) and millions more chickens suffering broken wings 
during the gathering process 

Furthermore, outside of the U.S. our company appears to have no animal welfare guidelines at all to 
cover the hundreds of millions of animals raised and killed for Yum restaurants each year despite the clear 
implication from the statements quoted above that all Yum animals are treated well. In fact, recent 
undercover investigations into KFC supplier slaughterhouses in India, the U.K., and Australia documented 
cruelty that horrified journalists for some of the largest media outlets in the world, as well as the public, 
and generated a headline read by an estimated 5 million Britons, “Distressed and Dying in a Cramped 
Shed... Nobody Does Chicken Like KFC” (Sunday Mirror, August 31, 2003). 

Resolved: Shareholders request that the Board of Directors issue a report to shareholders by 
October 2005, prepared at reasonable cost and omitting proprietary information, on the steps that Yum! 
Brands has taken and plans to take to ensure that our publicly stated goals (e.g., “to only deal with 
suppliers who provide environment that is free from cruelty, abuse and neglect”) conform with our actual 
practices. Said report should analyze both practices and public perception of whether the practices are 
viewed by most of our customers as conforming to our laudable stated goal of humane treatment. 
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MANAGEMENT STATEMENT IN OPPOSITION 
TO SHAREHOLDER PROPOSAL 


What is the recommendation of the Board of Directors ? 

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE AGAINST THIS PROPOSAL 

What is the Company’s position regarding the review of the Company’s Animal Welfare Standards? 

Yum! Brands is the owner of restaurant companies and, as such, does not own, raise, or transport 
animals. However, as a major purchaser of food products, we have the opportunity, and responsibility, to 
influence the way animals supplied to us are treated. We take that responsibility very seriously, and we are 
monitoring our suppliers on an ongoing basis to determine whether our suppliers are using humane 
procedures for caring for and handling animals they supply to us. As a consequence, it is our goal to only 
deal with suppliers who promise to maintain our standards and share our commitment to animal welfare. 

We have a track record of leadership in animal welfare. For example, we have developed the Yum! 
Brands Animal Welfare Guiding Principles and have established the Yum! Brands Animal Welfare 
Advisory Council to provide leadership in the animal welfare area and in our commitment to animal 
welfare. 

To help ensure that our suppliers meet our animal welfare objectives, we adopted the Yum! Brands 
Animal Welfare Guiding Principles and the KFC Poultry Welfare Guidelines (collectively the Guiding 
Principles). The Guiding Principles express our goal to deal with suppliers that are committed to the 
raising, transportation and slaughter of poultry in a manner that is free of cruelty, abuse and neglect. 

The Guiding Principles are applicable to all poultry suppliers across the United States. We are also 
looking into how these principles can be applied internationally. 

As stated in the Guiding Principles, the Company, together with its Animal Welfare Advisory Council, 
works with its suppliers to develop systems to monitor and assess the effectiveness of suppliers 5 poultry 
handling practices. Our program, which has been in place for several years, is growing in scope, and we 
have made significant progress in our program to monitor and assess the effectiveness of suppliers 5 
handling practices. We operate in over 100 countries and territories, and we comply with all national, state 
and local laws and regulations regarding the handling of poultry in those countries. 

Why does the Company oppose the proposal? 

Our commitment, leadership and results are well established, and recognized, within the industry. We 
work hard to be a good corporate citizen and are strong advocates of good animal handling practices. Our 
policies are designed to help to achieve humane treatment of animals. We have been, and will continue to 
be, committed to upholding and abiding by the principles we have set. We monitor our suppliers for 
compliance and have recently expanded our monitoring efforts. More information regarding our animal 
welfare program can be found on our Web site at www.yum.com/community/animal/welfare.htm. We 
believe that the proposed animal welfare report and review is unnecessary and would not result in any 
additional benefit to our shareholders or employees. The proposed report would be costly and time¬ 
intensive, and is duplicative of many of our existing policies, initiatives and efforts. 

This proposal was submitted at our last Annual Meeting. We opposed the proposal last year, and 
shareholders overwhelmingly rejected the proposal. 

FOR THESE REASONS, WE RECOMMEND THAT YOU VOTE AGAINST THIS PROPOSAL 
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What vote is required to approve this proposal? 

Approval of this proposal requires the affirmative vote of a majority of the shares present in person or 
represented by proxy and entitled to vote at the annual meeting. 

STOCK OWNERSHIP INFORMATION 


Who are our largest shareholders ? 

This table shows ownership information for each Yum shareholder known by our management to be 
the owner of 5% or more of Yum common stock. This information is presented as of December 31, 2004, 
and is based on stock ownership reports on Schedule 13G filed by each of these shareholders with the SEC 
and provided to us. 


Name and Address of Beneficial Owner 

Southeastern Asset Management, Inc 
6410 Poplar Avenue, Suite 900 
Memphis, Tennessee 38119 

Harris Associates L.P. 

Two North LaSalle St. Suite 500 
Chicago, Illinois 60602 


Number of Shares 
Beneficially Owned 

29,493,223(1) 


Percent of 
Class 


10 . 1 % 


21,677,391(2) 7.4% 


(1) The filing indicates sole voting power for 14,281,223 shares, shared voting power for 12,298,000 
shares, no voting power for 2,914,000 shares, sole dispositive power for 17,161,223 shares, shared 
dispositive power for 12,298,000 shares and no dispositive power for 34,000 shares. 

(2) The filing indicates sole voting power for zero shares, shared voting power for 21,677,391 shares, sole 
dispositive power for 8,796,391 shares and shared dispositive power for 12,881,000 shares. 

How much Yum common stock is owned by our directors and executive officers? 

This table shows the beneficial ownership of Yum common stock as of December 31, 2004 by 

• each of our continuing directors and nominees for election as directors, 

• each of the executive officers named in the summary compensation table on page 39, and 

• all directors and executive officers as a group. 

Unless we note otherwise, each of the following persons and their family members has sole voting and 
investment power with respect to the shares of common stock beneficially owned by him or her. None of 
the persons in this table hold in excess of one percent of the outstanding Yum common stock, except for 
Mr. Novak who beneficially owns just over 1.0%. Directors and executive officers as a group beneficially 
own approximately 3.0%. Our internal stock ownership guidelines call for the Chairman to own 366,000 
shares of Yum common stock (or deferral plan units) and for other executive officers to own 48,000 shares 
within five years following their appointment to their current position. 
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The number of shares beneficially owned by each director and executive officer is determined under 
rules of the SEC, and the information is not necessarily indicative of beneficial ownership for any other 
purpose. Under these rules, beneficial ownership includes any shares as to which the individual has either 
sole or shared voting power or investment power and also any shares that the individual has the right to 
acquire within 60 days through the exercise of any stock option or other right. Unless we indicate 
otherwise, each person has sole voting and investment power (or shares such powers with bis or her 
spouse) with respect to the shares set forth in the following table. 


Name 

Number of Shares 
Beneficially Owned(1) 

Deferral 

Plans(2) 

Total 

David C. Novak. 

3,155,102(3)(4) 

660,520 

3,815,622 

David W. Dorman. 

0(5) 

0 

0 

Massimo Ferragamo. 

35,583 

21,566 

57,149 

J. David Grissom. 

27,348(6) 

1,028 

28,376 

Bonnie G. Hill. 

5,060 

5,981 

11,041 

Robert Holland, Jr. 

31,020 

9,128 

40,148 

Kenneth G. Langone. 

318,583 

5,910 

324,493 

Jonathan Linen. 

0(5) 

0 

0 

Andrall Pearson. 

903,009(7) 

0 

903,009 

Thomas M. Ryan. 

9,179 

856 

10,035 

Jackie Trujillo. 

24,274 

18,522 

27,894 

Robert J. Ulrich. 

18,583 

21,820 

40,403 

Peter A. Bassi. 

848,541(3) 

38,682 

887,223 

David Deno. 

538,541(3) 

34,353 

572,894 

Peter Hearl. 

670,013 

14,794 

684,807 

Emil J. Brolick. 

299,149 

0 

299,149 

All Directors and Executive Officers as a Group 

(22 persons). 

8,843,486(3) 

1,041,028 

9,884,514 


(1) The amounts shown for Messrs. Novak, Bassi, Deno, Brolick and Hear!, non-employee directors and 
the group of all directors and executive officers include beneficial ownership of the following shares 
that may be acquired within 60 days pursuant to stock options awarded under our employee/director 
incentive compensation plans: 


AH Directors 
And 

Non- Executive 



David C. 
Novak 

Peter A. 
Bassi 

David 

Deno 

Peter 

Hearl 

Emil 

Brolick 

Employee 

Directors 

Officers as a 
Group 

Shares which may be 
acquired within 60 days 
pursuant to stock 
options. 

3,114,462 

809,330 

527,027 

670,009 

299,147 

673,502 

7,954,228 


(2) These amounts reflect units denominated as common stock equivalents held in deferred 
compensation accounts for each of the named persons under our Directors Deferred Compensation 
Plan or our Executive Income Deferral Plan. Amounts payable under these plans to the named 
executive officers and other executive officers may be paid in shares of Yum common stock at 
termination of employment or at a time prior to termination of employment if the executive so elected 
or in the case of a non-employee director, when the non-employee director leaves the Board. Also 
included with respect to each non-employee director are shares representing initial stock grants and 
committee chairperson fees. 
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In addition to the amounts reflected in this column, listed below are units denominated as common 
stock equivalents held in deferred compensation accounts which become payable at a time (a) other 
than at termination of employment or (b) more than 60 days from the date hereof. Pursuant to the 
rules of the SEC, these amounts may not be included in the table. 

AJJ Directors and 
Executive 
Officers as a 

Peter Hearl Emil J, Brolick Group _ 

50,910 61,649 289,103 

(3) These amounts include the following shares held pursuant to Yum’s 401(k) Plan which will be subject 
to the voting direction of each named person at the annual meeting: 

• Mr. Novak, 14,193 shares 

• Mr. Bassi, 6 shares 

• Mr. Deno, 11,512 shares 

• all directors and executive officers as a group, 27,398 shares. 

(4) This amount includes 220 shares held by Mr. Novak's spouse as custodian for their daughter and 
81,000 options transferred to family members and family trusts. 

(5) Messrs. Dorman and Linen were first appointed to the Board effective January 28, 2005. 

(6) This amount includes 3,000 shares held in IRA accounts. 

(7) This amount includes 35,000 shares held by Mr. Pearson's spouse. 

Section 16(a) Beneficial Ownership Reporting Compliance 

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires our directors, executive 
officers and persons who own more than 10% of the outstanding shares of Yum common stock to file with 
the SEC reports of their ownership and changes in their ownership of Yum common stock. Directors, 
executive officers and greater-than-ten percent shareholders are also required to furnish Yum with copies 
of all ownership reports they file with the SEC. To our knowledge, based solely on a review of the copies of 
such reports furnished to Yum and representations that no other reports were required, all of our directors 
and executive officers complied with all Section 16(a) filing requirements during fiscal 2004. 
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EXECUTIVE COMPENSATION 


The following tables provide information on compensation and stock-based awards paid, earned or 
awarded for the years indicated by Yum to our Chief Executive Officer and our four other most highly 
compensated executive officers as of the end of our 2004 fiscal year in accordance with the rules of the 
SEC. 


Summary Compensation Table 


Long-Term 

Compensation 




Annua) Compensation 

Awards 

Payouts 


Name and 




Other Annual 

Securities 

Underlying 

Options/SARs 

LTIP* ** 

All Other 

Principal Position 

Year 

Salary(l) 

Boous(l) 

Compensation^) 

(# Shares) (3) 

Payouts (4) 

Compensation 

David C. Novak. 

2004 

1,092,308 

2,692,800 

71,969 

292,967 

0 

645,000(5) 

Chairman of the Board, 

2003 

1,000,000 

1,935,000 

122,400 

412,287 

0 

0 

Chief Executive Officer 
and President 

2002 

996,154 

2,625,000 

142,355 

401,348 

0 

427,500(5) 

Peter A. Bassi. 

2004 

535,000 

989,081 

* * 

33,692 

0 

0 

Chairman, YUM 

2003 

512,692 

739,798 

56,681 

82,458 

0 

0 

Restaurants International 

2002 

483,462 

918,014 

* * 

80,270 

0 

0 

David Deno. 

2004 

498,077 

867,000 

* * 

73,242 

0 

0 

Chief Financial and 

2003 

458,654 

729,173 

& * 

82,458 

0 

0 

Operating Officer 

2002 

421,154 

780,938 

-j- * 

99,100 

0 

0 

Peter Head. 

2004 

498,077 

590,625 

* * 

87,890 

0 

145,173(6) 

President and Chief 

2003 

455,028 

528,497 

213,650 

82,458 

0 

206,572(6) 

Concept Officer, 

Pizza Hut, Inc. 

2002 

420,000 

716,625 

208,925 

99,100 

0 

152,615(6) 

Emil J. Brolick. 

2004 

472,308 

614,531 

59,721 

87,890 

0 

160,160(5) 

President and Chief 

2003 

438,077 

600,600 

133,020 

103,073 

0 

180,914(5) 

Concept Officer, 

Taco Bell Corp. 

2002 

413,846 

905,738 

* * 

80,270 

0 

91,350(5) 


* Long-Term Incentive Plan. 

** Does not exceed reporting thresholds for perquisites and other personal benefits established by SEC (the lesser 
of $50,000 or 10% of the individual's total salary and bonus). 

(1) The amounts shown in the salary and bonus columns include compensation earned by Messrs. Novak, Bassi, 
Deno, Head and Brolick, including amounts deferred at their election. Bonuses are generally paid in the year 
following the year in which they are earned. All bonuses were determined pursuant to our Executive Incentive 
Compensation Plan. 

(2) This column includes the aggregate incremental cost to the Company of providing perquisites and personal 
benefits to the named executive officers for each of the last three years. In accordance with SEC rules, amounts 
totaling less than $50,000 have been omitted from the table above. This column includes Mr. Novak's personal 
use of Company aircraft. Mr. Novak is required to use Company aircraft for personal as well as business travel 
pursuant to the Company's executive security program established by the Board of Directors. The amounts 
reported in this column, which represent at least 25% of the total amount reported for each year, are (a) for 2004; 
personal use of Company aircraft for Mr. Novak ($67,581) and Mr. Brolick ($14,250), Company car allowance for 
Mr. Brolick ($27,500); (b) for 2003: personal use of Company aircraft for Mr. Novak ($72,493), and Mr. Brolick 
($89,536), Company car allowance for Messrs. Novak, Bassi, Head and Brolick ($27,500), Perquisite allowance 
for Mr. Head ($11,500); Relocation reimbursement for Mr. Head ($112,802); and (c) for 2002: personal use of 
Company aircraft for Mr. Novak ($67,547) and Mr. Head ($16,339) and Company car allowance for 
Messrs. Novak and Hear] ($27,500). Relocation reimbursement for Mr. Head ($81,581). Executives received tax 
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reimbursements in the following amounts during fiscal 2004, 2003, and 2002 respectively: Mr. Novak $637, $6,518, 
$15,393; Mr. Bassi $7,950, $5,150, $3,676; Mr. Deno $0, $285, $4,612; Mr. Hearl $4,456, $54,963, $71,942; and 
Mr. Brulick $4,502, $8,078, $5,959. 

(3) The stock options listed in this column were granted under our Long Term Incentive Plan. No slock appreciation 
rights were granted in 2002 through 2004. All grants listed reflect the Company’s 2:1 stock split which occurred in 
June 2002. 

(4) Mr, Novak was awarded in 1997 a performance restricted stock unit grant payable in 2006 which is subject to the 
Company attaining a pre-determined pre-tax earnings threshold and is intended to compensate Mr. Novak for the 
value of PepsiCo options forfeited at spin-off. The target and maximum value of this award, if the performance 
threshold is attained, is $3,611,576. 

(5) These amounts represent preferential earnings on deferred compensation under the Executive Income Deferral 
Plan (“EID Plan”) which is subject to forfeiture (as is the underlying deferred compensation) if the participant 
voluntarily terminates employment prior to the second anniversary of the deferral, except however in the case of 
a participant’s retirement in which case the preferential earnings are earned on a pro rata basis if retirement 
occurs within one year of the deferral. If retirement occurs more than one year after the deferral, the participant 
receives the preferential earnings in accordance with the election filed by the participant. 

(6) These amounts represent preferential earnings on deferred compensation under the EID Plan as described in 
footnote (5) and contributions to the Australian Superannuation Plan as described at page 42. The amount of 
preferential earnings and contributions for each year are: for 2004: $0 and $145,173; for 2003: $47,775 and 
$158,797; and for 2002: $38,745 and $113,870, respectively. 

Stock Option Grants 

The following table presents information with respect to stock option grants that were made during 

the fiscal year ended December 25, 2004 to Messrs. Novak, Bassi, Deno, Hearl and Brolick. All options 

granted in 2004 were non-qualified stock options, and no stock appreciation rights were granted in 2004. 

Option Grants in Last Fiscal Year 


Individual Grants 


Name 

Number of 
Securities 
Underlying 
Options Granted 
(# Shares) (1) 

% of Total 
Options 
Granted to 
Employees in 
Fiscal Year 

Exercise 

Price 

($/Share)(2) 

Expiration 

Date 

Grant Date 
Present 
Value($)(3) 

David C. Novak. 

. 292,967 

5.62 

34.46 

1/27/2014 

4,356,419 

Peter A. Bassi. 

. 33,692 

.65 

34.46 

1/27/2014 

501,000 

David Deno .. 

. 73,242 

1.41 

34.46 

1/27/2014 

1,089,109 

Peter Hearl. 

. 87,890 

1.69 

34.46 

1/27/2014 

1,306,924 

Emil J. Brolick. 

. 87,890 

1.69 

34.46 

1/27/2014 

1,306,924 


(1) 2004 option grants specified above become exercisable in 25% increments beginning January 27, 2005, 
except that Mr. Bassi’s grant became exercisable one year from the grant date. The terms of each 
option grant provide that, if specified corporate control changes occur, all outstanding stock options 
become exercisable immediately. 

(2) The exercise price shown is the average of the high and low sales price of Yum’s common stock on the 
date of grant. 

(3) We determined the grant date present values using the Black-Scholes option pricing model. The 
Black-Scholes present value per option was $14.87. We used the following assumptions in calculating 
the Black-Scholes present value for each option: 

• options are assumed to be exercised on average at year six; 
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• volatility is 39.7% based on the daily closing stock prices from October 7, 1997 to March 20, 2004 
for Yum; 

• the risk-free rate of return is 3.113% based on the five-year zero coupon treasury average yield for 
January 2004; and 

• the dividend yield is 0%. 

We did not take any further discount to the resulting option value to give effect (1) to the fact that the 
options are not freely transferable or (2) to the potential forfeiture of the options, or (3) to the fact that we 
have stock ownership guidelines. 

Stock Option Exercises and Holdings 

The following table presents information with respect to stock options exercised during the last fiscal 
year by Messrs. Novak, Bassi, Deno, Hearl and Brolick, as well as the status and current value of 
unexercised stock options held by them as of December 25, 2004. We have not granted any stock 
appreciation rights to Messrs. Novak, Bassi, Deno, Hearl or Brolick. 


Aggregated Option Exercises in Last Fiscal Year 
and Fiscal Year-End Option Values 


Name 

Shares 

Acquired 

On Exercise 
(# Shares) 

Value 

Realized ($) 

Number of Securities 
Underlying Unexercised 
Options at 

Fiscal Year-End 

Value of Unexercised 
In-The-Money Options at 
Fiscal Year-End(l) 

Exercisable 

Unexercisable 

Exercisable 

Unexercisable 

David C. Novak.. 

845,000 

21,468,349 

2,711,191(2) 

1,704,387 

$79,221,013 

$41,769,502 

Peter A. Bassi. . .. 

208,948 

5,544,363 

663,936 

165,462 

19,316,720 

3,510,990 

David Deno. 

160,000 

4,121,242 

441,222 

220,864 

12,690,309 

4,261,495 

Peter Hearl. 

886 

28,130 

585,012 

231,042 

17,575,865 

4,302,679 

Emil J. Brolick. . . 

89,380 

1,924,370 

206,702 

240,275 

6,083,044 

4,603,464 


(1) The value of in-the-money options is based on the $46.27 per share closing price of Yum common 
stock on December 23, 2004 (the last trading day prior to Yum’s fiscal year-end), less the exercise 
price of the options. 

(2) The Compensation Committee of the Board of Directors amended a portion of these options in 
May of 1999 to permit 667,984 options to be transferred to family members and family trusts once 
they became exercisable. 

Pension Plans 

We have adopted the Yum Retirement Plan and the Yum Pension Equalization Plan. The annual 
benefits payable under these plans to employees hired prior to October 1, 2001 who have five or more 
years of service at age 65 are equal to 3% of the employee's highest consecutive five-year average annual 
earnings multiplied by years of credited service up to ten years of credited service plus an additional 1 % of 
the employee's highest consecutive five-year average annual earnings for each additional year of credited 
service over ten years, less .43% of final average earnings not to exceed Social Security covered 
compensation multiplied by years of service (not to exceed 35 years). 
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Under the Yum Retirement Plan and the Yum Pension Equalization Plan, when an executive retires 
at the normal retirement age (65), the approximate annual benefits payable after January 1, 2005 for the 
following pay classifications and years of service are expected to be: 


Years of Service 


Remuneration 

15 

20 

25 

30 

35 

$750,000 . 

. 259,404 

295,872 

332,340 

368,808 

405,276 

$1,000,000. 

. 346,904 

395,872 

444,840 

493,808 

542,776 

$1,250,000. 

. 434,404 

495,872 

557,340 

618,808 

680,276 

$1,500,000. 

. 521,904 

595,872 

669,840 

743,808 

817,776 

$1,750,000. 

. 609,404 

695,872 

782,340 

868,808 

955,276 

$2,000,000 . 

. 696,904 

795,872 

894,840 

993,808 

1,092,776 

$2,250,000 . 

. 784,404 

895,872 

1,007,340 

1,118,808 

1,230,276 

$2,500,000 . 

. 871,904 

995,872 

1,119,840 

1,243,808 

1,367,776 

$2,750,000 . 

. 959,404 

1,095,872 

1,232,340 

1,368,808 

1,505,276 

The years of credited service and covered compensation under the Yum Retirement Plan and Yum 

Pension Equalization Plan for Messrs. Novak, Bassi, Deno, Hearl and Brolick are as follows: 



David C. 

Peter A. 

David 

Peter 

Emil J. 


Novak 

Bassi 

Deno 

Hearl 

Brolick 

Years of Credited Service . 

. 18 

32 

13 

6 

4 

Covered Compensation. 

. $2,724,747 

$1,215,440 

$914,314 

$1,093,025 

$950,733 


As a result of his prior employment by the Company's Australian subsidiary, Mr, Hearl has 
participated in the Australian Superannuation Plan for years prior to 2005. The benefit that is actuarially 
projected to result from the contributions to that plan for Mr. Hearl (these are identified in footnote 6 to 
the Summary Compensation Table at page 39) reduces Mr. Head's Retirement Plan benefit, which is 
expected to be larger. Therefore, the total retirement benefit accrued for Mr. Hearl while he is on the 
Company's U.S. payroll should not exceed the benefit described above. 

Employment Agreements and Change in Control Agreements 

Employment Agreement . During 2004, the Compensation Committee of the Board of Directors 
approved an employment agreement for Mr. Novak. The agreement provides that the Company agrees to 
employ Mr. Novak through October 31, 2007, and that Mr. Novak will continue as an at-will employee 
after October 31, 2007, unless another employment agreement is entered into at or prior to that time. The 
agreement states that Mr. Novak’s compensation will be set by the Compensation Committee. If during the 
term of the agreement, the Board removes Mr. Novak from the Chief Executive Officer position 
involuntarily and without cause, the agreement provides that Mr. Novak will continue to be compensated 
until October 31, 2007, at no less than the salary and target bonus applicable to him at the time the 
agreement was executed. In such case, the Company agrees to employ Mr. Novak in a position that entitles 
him to work on a part-time basis and that will permit Mr. Novak to continue to vest in his options through 
the term of the employment agreement. If Mr. Novak resigns voluntarily or is terminated for Cause (which 
is defined in the agreement to include willful gross neglect or misconduct), the agreement does not provide 
for any additional salary or bonus or other payments other than what is accrued through his date of 
termination. The agreement provides that the Company may not terminate Mr. Novak except for Cause. 

Change in Control Agreements . Change in control severance agreements are in effect between Yum 
and certain key executives (including Messrs. Novak, Bassi, Deno, Hearl and Brolick). These agreements 
were effective as of December 20, 2000, and have been general obligations of Yum since that date, and 
provide, generally, that if, within two years subsequent to a change in control of Yum, the employment of 
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the executive is terminated (other than for cause, or for other limited reasons specified in the change in 
control severance agreements), or if the executive terminates employment for Good Reason (defined in 
the change in control severance agreements to include a diminution of duties and responsibilities or 
benefits), the executive will be entitled to receive a severance payment consisting of: 

• a proportionate bonus assuming achievement of target performance goals under the bonus plan or, 
if higher, assuming continued achievement of actual Company performance until date of 
termination, and 

• two times the sum of the executive’s base salary and the target bonus or, if higher, the actual bonus 
for the year preceding the change in control of the company. 

If payments had been made at December 25, 2004, the total of such severance payments under the 
second item above (two times the sum of base salary and bonus for the preceding year) to each of our 
executives with change in control agreements would have been: 


David C. Novak. $6,070,000 

Peter A. Bassi. $2,549,596 

David Deno. $2,458,346 

Peter Hearl. $2,056,994 

Emil J. Brolick. $2,151,200 


In addition, the agreements provide that in the event an executive becomes entitled to receive a 
severance payment and other severance benefits and such severance payment and benefits are subject to 
an excise tax, the executive may become entitled to receive an additional payment in an amount such that 
after the payment of all income and excise taxes, the executive will be in the same after-tax position as if no 
excise tax had been imposed. The change in control severance agreements have a three-year term and are 
automatically renewable each January 1 for another three-year term. An executive whose employment is 
not terminated within two years of a change of control will not be entitled to receive any severance 
payments under the change in control severance agreements. In addition to such severance payments, we 
will also provide the executive with outplacement services for up to one year following termination. 


Equity Compensation Plan Information 

The following table summarizes, as of December 25, 2004, the equity compensation plans under which 
we may issue shares of stock to our directors, officers and employees under the 1999 Long Term Incentive 
Plan (“1999 Plan"), our 1997 Long Term Incentive Plan (“1997 Plan”), SharePower Plan and Restaurant 
General Manager Stock Option Plan (“RGM Plan"). 


Plan Category 


Equity compensation plans approved 

by security holders. 

Equity compensation plans not 
approved by security holders(4) , . . 
Total. 


Number of Securities 
To be Issued Upon 
Exercise of 
Outstanding 
Options, 

Warrants and Rights 

(a) 

34,543,869(1) 

6,212,148 

40,756,017(1) 


Weighted -Average 
Exercise Price of 
Outstanding Options, 
Warrants and Rights 

(b) 

$ 20 . 88 ( 2 ) 

$24.77 

$21.53(2) 


Number of Securities 
Remaining Available 
for Future Issuance 
Under Equity 
Compensation Plans 
(Excluding Securities 
Reflected in Column (a)) 

(c) 

16,769,328(3) 

3,534,506 

20,303,834(3) 


(1) Includes 3,648,049 shares issuable in respect of restricted stock units, performance units and deferred 
units. 
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(2) Excludes restricted stock units, performance units and deferred units referred to in footnote 1 above. 

(3) Includes 6,000,000 shares available for issuance of awards other than options, warrants or rights under 
the 1999 Plan. 

(4) Awards are made under the RGM Plan. 

What are the key features of the 1999 Plan? 

The 1999 Plan provides for the issuance of up to 29,800,000 shares of stock as non-qualified stock 
options, incentive stock options, stock appreciation rights, restricted stock, restricted stock units, 
performance shares or performance units. Only our employees and directors are eligible to receive awards 
under the 1999 Plan. The purpose of the 1999 Plan is to motivate participants to achieve long range goals, 
attract and retain eligible employees, provide incentives competitive with other similar companies and 
align the interest of employees and directors with those of our shareholders. The 1999 Plan is administered 
by the Compensation Committee of the Board of Directors. The exercise price of a stock option grant 
under the 1999 Plan may not be less than the average market price of our stock on the date of the grant, 
and no options may have a term of more than ten years. The options that are currently outstanding under 
the 1999 Plan generally vest over a one to four year period and expire ten years from the date of the grant. 
The 1999 Plan was approved by the shareholders in May 1999 and they approved the plan as amended in 
2003. 

What are the key features of the 1997 Plan ? 

The 1997 Plan provides for the issuance of up to 45,000,000 shares of stock. Effective January 1, 2002, 
only stock appreciation rights, restricted shares and performance restricted stock units may be issued 
under this plan. We intend to utilize this plan with respect to payouts on shares from our deferral plans. 
Prior to December 31, 2001, we utilized this plan to make stock option awards similar to the stock option 
awards described in the 1999 Plan description above and to make two restricted performance unit awards 
to Mr. Novak, our Chairman and Chief Executive Officer. This plan was originally approved by 
PepsiCo, Inc. as the sole shareholder of the Company in 1997, prior to the spin-off of the Company from 
PepsiCo, Inc. on October 6,1997. 

What are the key features of the SharePower Plan? 

The SharePower Plan provides for the issuance of up to 14,000,000 shares of stock. The SharePower 
Plan allows us to award non-qualified stock options. Only our employees are eligible to receive awards 
under the SharePower Plan, except that our executive officers may not receive awards under this plan. The 
SharePower Plan is administered by the Compensation Committee of the Board of Directors. The exercise 
price of a stock option grant under the SharePower Plan may not be less than the average market value of 
our stock on the date of the grant and no option may have a term of more than ten years. The options that 
are currently outstanding under the SharePower Plan generally vest over a one to four year period 
beginning on the date of grant. The SharePower Plan was originally approved by PepsiCo, Inc. as the sole 
shareholder of the Company in 1997, prior to the spin-off of the Company from PepsiCo, Inc. on 
October 6, 1997. 

What are the key features of the RGM Plan ? 

The RGM Plan provides for the issuance of up to 15,000,000 shares of common stock at a price equal 
to or greater than the average market price of our stock on the date of grant. The RGM Plan allows us to 
award non-qualified stock options. Only our employees are eligible to receive awards under the RGM 
Plan, except that our executive officers may not receive awards under this plan. The purpose of the RGM 
Plan is (i) to give restaurant general managers (“RGMs”) the opportunity to become owners of stock, 
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(ii) to align the interests of RGMs with those of Yum’s other shareholders, (iii) to emphasize that the 
RGM is Yum’s #1 leader, and (iv) to reward the performance of RGMs. In addition, the Plan provides 
incentives to Area Coaches, Franchise Business Leaders and other supervisory field operation positions 
that support RGMs and have profit and loss responsibilities within a defined region or area. While all non¬ 
executive officer employees are eligible to receive awards under the RGM plan, over two-thirds of the 
awards granted have been to RGMs or their direct supervisors in the field. Grants to RGMs generally have 
four year vesting and expire after ten years. The RGM Plan is administered by the Compensation 
Committee of the Board of Directors and the Committee has delegated its responsibilities to the Chief 
People Officer of the Company. The Board of Directors approved the RGM Plan on January 20, 1998. 
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COMPENSATION COMMITTEE REPORT ON EXECUTIVE COMPENSATION 


Filings made by companies with the Securities and Exchange Commission sometimes i( incoiporate 
info /mat ion by reference. ” This means the Company is referring you to information that has been previously 
filed with the Securities and Exchange Commission and that this information should be considered as part of 
the filing you are reading. The Compensation Committee Report , Audit Committee Report, and Stock 
Performance Graph in this proxy statement are not incorporated by reference into any other filings with the 
Securities and Exchange Commission . 

The Compensation Committee of the Board of Directors has furnished the following report on 
executive compensation: 

What are the basic principles of our executive compensation programs? 

The Compensation Committee is responsible for assisting the Board of Directors in monitoring the 
Company's compensation arrangements with a view to ensuring that the Company continues to attract and 
retain highly qualified management through competitive compensation programs, and encouraging 
extraordinary results through incentive awards. The Compensation Committee establishes basic principles 
related to the compensation programs of the Company and provides oversight for compensation programs 
for senior executive officers. The principles include building a strong relationship between shareholder 
return and executive compensation. Particular emphasis is placed on share ownership for senior executives 
and middle management. In addition, the Compensation Committee places a high emphasis on incentive 
compensation, in particular long-term incentives, and providing an overall level of remuneration that is 
competitive and reflective of performance. 

What are the components of our executive compensation program? 

In administering senior executive officer compensation, the Compensation Committee has established 
a compensation program that is designed to reward superior performance. The Compensation Committee 
implemented this program when the Company was founded in 1997 and has retained its key features in 
subsequent years. For 2004, the Compensation Committee believes that this program continues to be the 
best means to encourage superior performance. The Compensation Committee's objective is to establish a 
program that aligns the interests of shareholders and executives. As such, the Compensation Committee 
has established stock ownership guidelines for 600 senior executives and managers. The guidelines vary 
from 336,000 shares (which is approximately 13 times salary) to 950 shares (which is around 0.2 times 
salary) and assume that affected employees will meet or exceed the guidelines within five years (or in the 
case of some new hires or promotions, eight years) of being appointed to their positions. The Company's 
long-term stock option program is focused on attracting, retaining and motivating the best executives in the 
industry. Through year-end 2004, all executive officers are on or above trend to meet the ownership 
guidelines. Over 99% of all other senior executives and managers are also on or above trend. 

Senior Human Resources management of the Company present proposals and recommendations on 
senior executive officer compensation to the Compensation Committee for its review and evaluation. To 
establish compensation targets, the Compensation Committee uses data provided by the Company which is 
obtained from a consulting firm and from data extracted by the Company from proxies of selected 
restaurant and retail companies and companies of our Board of Directors. The data from the consulting 
firm's survey reflect compensation practices of general industry companies similar in revenue size to the 
Company who participate in widely distributed surveys (“survey data"). The data from the proxies reflect 
compensation practices of premier companies from the restaurant, service, consumer goods, and retail 
sectors (the “comparator group”). The Compensation Committee believes that targeting compensation at 
a level comparable to other large companies appropriately reflects the labor market for Company 
executives. The Company's philosophy is to target base pay at the median level for the comparator group 
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and the survey data. The philosophy for annual incentive compensation targets is to target at the 
75 th percentile for annual incentive payouts of the comparator group and survey data. The long-term 
incentives philosophy is to target the median of the survey group and comparator group for executives and 
managers who are achieving their ownership guideline. Companies in the comparator group or survey data 
may be included in the S&P Restaurants Index used in the performance graph included in this proxy 
statement; however, the comparator group and suiwey data companies are not made up exclusively of 
companies used in that index. As the Company recruits senior executives from outside the restaurant 
industry and retains executives against offers from outside the restaurant industry, the Compensation 
Committee believes that the broad-based comparator group is a more appropriate basis for comparison. 

With respect to reviewing and setting the compensation of Mr. Novak, only data developed by the 
consulting firm is used. In this regard, the consulting firm conducted a comprehensive review of 
Mr. Novak's compensation using survey data and proxies from publicly traded companies. Using the survey 
data, the consulting firm developed two different data points to review the compensation. They looked at 
general industry companies with revenues which were similar to the Company’s revenues and 
food/beverage industry companies of similar revenue size. Using proxy data, the firm reviewed the CEO 
compensation against two different groups of companies. One group was a general industry group of 
similar revenue size and the other group was a set of restaurant and selected peer companies which the 
consultant and the Company believe the Company competes for talent. 

How are executive officers compensated? 

Base Salaries 

The Compensation Committee approved the Company's executive compensation salary structure for 
2004. Base salaries were compared to survey data and proxy data for each position where data was 
available based on job content. For positions where data was not available, salaries were reviewed 
compared to the Company's other positions. The 2004 increases to base salaries were set by considering 
this data along with an assessment of factors including individual performance, responsibilities and 
experience. This assessment is not subject to weightings or formulas. 

Annual Cash Incentives 

The Company established the Executive Incentive Compensation Plan (“EICP") to motivate the 
attainment of annual performance objectives. The performance requirement under the EICP is based 
upon attainment of a pre-established earnings per share (“EPS”) target (adjusted for certain nonrecurring 
events). No payment is made if a minimum EPS target is not met. Once the EPS target is achieved, the 
participant is eligible to receive an overall maximum incentive award attributable to the level of EPS 
attained. The Compensation Committee has discretion to decrease (but not increase) the amount payable. 
Pursuant to the terms of the EICP, the Compensation Committee certified results against performance 
objectives and approved annual incentive awards. 

In exercising its discretion to determine the annual incentives of executive officers (subject to the 
overall maximums), the Compensation Committee reviews actual performance against consolidated or 
relevant operating company and individual goals and objectives. These goals and objectives are used to 
establish a minimum level, a target level, and a maximum level of performance. The restaurant company 
goals and objectives for executive officers in 2004 included profit objectives, same store sales and system 
sales growth, restaurant development, customer satisfaction and growth objectives. Profit objectives are 
derived through various assumptions including an appropriate return on invested capital. For each 
objective, no payment is made if performance fails to meet the minimum level for that objective. Actual 
performance is measured relative to these levels for each objective in order to determine a percentage. 
This percentage and each participant’s individual performance percentage are applied to each participant’s 
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predetermined target incentive amount in determining a participant's actual incentive award that may not 
exceed the overall maximum. Depending on actual operating company and individual performance, the 
percentage can range from 0 to 300% of the target incentive amount. This same formula is applied to 
determine incentive awards of eligible non-executive officers; however, each operating company also has 
financial targets based on one or more of the following measures: system sales growth, profit, same store 
sales growth, restaurant development, customer satisfaction, and growth objectives. 

In keeping with the Company's emphasis on executive stock ownership, executives have the 
opportunity to defer all or a portion of their annual incentives into phantom shares of Yum common stock 
at a discount; however, to receive payment of these shares, participating executives must continue 
employment with the Company for two years following the deferral or meet certain retirement or disability 
criteria. 

Long-Term Incentives 

The Company provides long-term incentives through the Company's Long Term Incentive Plans 
(“LTIP”). The Compensation Committee believes that stock ownership by executive and middle 
management is essential for aligning management’s interest with that of shareholders. 

Under the LTIP, the Compensation Committee provides long-term incentive awards in the form of 
stock options and, from time to time, restricted shares. Stock options are the primary long-term incentive 
of the Company. The number of options granted to each executive officer is related to the market data for 
his or her job and the performance of the executive. For each executive officer the 2004 grant was awarded 
based on the individual's anticipated achievement of their stock ownership guidelines, and the 
Committee's subjective assessment of each executive's responsibilities, performance, and future potential 
in relation to the market data. Each option was granted at not less than the fair market value of the 
underlying Yum common stock on the date of grant. For 2004, each regular grant of an option vests at a 
rate of 25% per year and has a term of ten years. From time to time, Chairman award stock option grants 
are made to selected employees in addition to the market based grant in recognition of superlative 
performance and having an extraordinary impact on business results. These stock options may vest after 
four years or 25% per year. In addition, one grant was made to Peter Bassi that became fully vested after 
one year. 

How is the chief executive officer compensated? 

For 2004, Mr. Novak's annual salary was set at $1.1 million and was consistent with CEOs in the 
comparator group. While this represents a 10% increase over his 2003 salary, the Committee noted that 
(1) $65,000 of the increase was intended as compensation for the discontinuance of Mr. Novak's 
perquisites (other than personal use of the corporate aircraft), and (2) the remainder of the increase, 
$35,000, represents a merit increase. 

Mr. Novak's 2004 stock option grant was awarded based on the Committee's subjective assessment of 
market data produced from the survey data and proxy data for the Chairman and Chief Executive Officer 
position, as well as individual performance results. 

Mr. Novak was awarded an annual incentive of $2,692,800 for 2004. This award reflected the amount 
payable under the EICP as a result of Yum's attainment of the Compensation Committee's pre-established 
EPS target for 2004, as modified by the Compensation Committee (as described above under Annual Cash 
Incentives) to reflect other pre-established Yum and individual performance factors. The Yum 
performance factors related to pre-established EPS, system sales growth, restaurant development and 
customer satisfaction objectives. The Committee determined that Yum performance in the areas of EPS, 
system sales, and restaurant development objectives exceeded pre-established targets. The individual 
pre-established performance factors considered by the Committee related to Yum's 2004 EPS, building 
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growth drivers (including multibrand execution, operational improvement, and international 
development), executional focus, menu development, diversity and people management. The 
Compensation Committee determined that performance in the areas of EPS, diversity, and people 
management were attained or exceeded. The Committee determined that Mr. Novak’s individual 
performance was at a level producing an individual performance factor that was above target. 

The Committee noted that Mr. Novak elected to defer 100% of his 2004 annual incentive into 
phantom shares of Yum common stock under the Company’s deferral program. Under the Company’s 
deferral program, an executive is permitted to acquire phantom shares at a 25% discount (these shares are 
forfeited if the executive voluntarily leaves the Company within two years of the date the annual incentive 
is awarded). This deferral resulted in Mr. Novak receiving 79,680 phantom shares. Mr. Novak will forfeit 
these shares if he voluntarily leaves the Company before January 28, 2007. The Committee noted that over 
the last seven years Mr. Novak has accumulated 740,200 phantom shares from the deferral of his annual 
incentives and that these phantom shares have a value in excess of $30 million as of January 28, 2005. 
These deferred annual incentives are payable only in Yum common stock and are not payable until 
Mr. Novak leaves the Company. 

As discussed in more detail at page 42, during 2004, the Committee approved an employment 
agreement for Mr. Novak. The agreement provides that the Company agrees to employ Mr. Novak 
through October 31, 2007. The agreement provides that the Compensation Committee will determine 
Mr. Novak’s compensation. The agreement states that if Mr. Novak is removed from the Chief Executive 
Officer position, the Company agrees to employ him on at least a part-time basis so that his current 
options may continue to vest and to pay him at no less than the rate of salary and target bonus he received 
in 2004. The Committee approved the agreement based on Mr. Novak’s significant and long-term 
contribution to the Company and to ensure Mr. Novak’s continued employment with the Company in the 
event of competitive offers from other employers. The agreement does not provide Mr. Novak with any 
severance payments if he leaves the Company and provides that the Company may not terminate 
Mr. Novak except in the case of gross misconduct. The Committee believes the agreement is reasonable 
and helps to ensure that Mr. Novak will continue his valuable contribution to Yum through at least 
October 31, 2007. 

How does Internal Revenue Code Section 162(m) affect our executive compensation? 

Under the Omnibus Budget Reconciliation Act of 1993, provisions were added to the Internal 
Revenue Code under Section 162(m) that limit the tax deduction for compensation in excess of one million 
dollars paid to certain executive officers. However, performance-based compensation can be excluded 
from the limit so long as it meets certain requirements. The Compensation Committee believes the EICP 
and LTIP satisfy the requirements for exemption under the Internal Revenue Code Section 162(m). 
Payments made under these plans qualify as performance-based compensation and constitute the majority 
of aggregate annual incentive payments for the named executive officers. 
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For 2004, the annual salary paid to Mr. Novak exceeded one million dollars. As discussed above, the 
Committee decided to increase Mr. Novak's salary above the $1 million threshold based on competitive 
data. The other named executive officers were in each case less than one million dollars. The 2004 annual 
incentives were all paid pursuant to the EICP and will, therefore, be deductible. To the extent any of the 
named executive officers defer their annual incentives into phantom shares of Yum common stock at a 
discount, the annual incentives are no longer qualified under Section 162(m); however, they will be 
deductible when paid, since they will be paid after each executive's retirement or termination of 
employment or when the executive is no longer a named executive officer. The stock option awards made 
under the terms of the LTIP are exempt as performance-based compensation for purposes of calculating 
the one million dollar limit. Due to the Company’s focus on performance-based compensation plans and 
the deferral of compensation by certain executive officers, the Compensation Committee expects to 
continue to qualify most compensation paid to the named executive officers as tax deductible. 

Summary 

The Compensation Committee believes that the compensation programs of the Company are well 
structured to encourage attainment of objectives and foster a shareholder perspective in management, in 
particular through employee share ownership. The Committee feels that the awards made in 2004 were 
competitive and appropriate, and serve shareholders' long-term interests. 

Who prepared this report? 

This report has been furnished by the members of the Compensation Committee: 

• Robert J. Ulrich, Chair • Kenneth G. Langone* 

• Massimo Ferragamo • Thomas L. Ryan 


* Effective in January 2005, Mr. Langone was appointed to the Audit Committee and ceased sitting on 
the Compensation Committee. 
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STOCK PERFORMANCE GRAPH 


This graph compares the cumulative total return of our common stock to the cumulative total return 
of the S&P 500 Stock Index and the S&P Restaurants Index for the period from December 23, 1999, to 
December 24, 2004, the last trading day of our fiscal year. The graph assumes that the value of the 
investment in our common stock and each index was $100 at December 23, 1999 and that all dividends 
were reinvested. The companies included in the S&P Restaurants Index in addition to Yum were as 
follows: McDonald's Corporation, Wendy’s International, Inc., Darden Restaurants, Inc. and Starbucks 
Corporation. 
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AUDIT COMMITTEE REPORT 


Who serves on the Audit Committee of the Board of Directors? 

The members of the Audit Committee are J. David Grissom, Chair, Bonnie Hill, Robert Holland, Jr., 
Kenneth G. Langone and Jonathan S. Linen. Jackie Trujillo was a member of the Committee until 
March 2004 at which time the Board determined that she was not independent under the NYSE rules. In 
addition, two former members of the Board, Sidney Kohl and Jamie Dimon, were also members of the 
Audit Committee during 2004 until they left the Board. Kenneth Langone and Jonathan Linen both joined 
the Committee in January 2005. 

The Board of Directors has determined that each member of the Committee is “independent” within 
the meaning of the applicable rules of both the NYSE and the SEC. The Board of Directors has also 
determined that each member of the Committee is financially literate and that J. David Grissom has 
accounting or related financial management expertise, as such qualifications are defined under the rules of 
the NYSE. In addition, the Board determined that J. David Grissom is an “audit committee financial 
expert” within the meaning of the rules of the SEC. 

What document governs the activities of the Audit Committee? 

The Audit Committee operates under a written charter adopted by the Board of Directors. The 
Committee’s responsibilities are set forth in this charter, which was amended and restated effective 
March 20, 2003. The charter is available on our Web site at www.yum.com/investors/governance. 

What are the responsibilities of the Audit Committee? 

The Audit Committee assists the Board in fulfilling its responsibilities for general oversight of the 
integrity of the Company's financial statements, the Company's compliance with legal and regulatory 
requirements, the independent auditors' qualifications and independence and the performance of the 
Company’s internal audit function and independent auditors. The Committee has sole authority over the 
selection of the Company’s independent auditors and manages the Company’s relationship with its 
independent auditors (who report directly to the Committee). The Committee has the authority to obtain 
advice and assistance from outside legal, accounting or other advisors as the Committee deems necessary 
to carry out its duties and receive appropriate funding, as determined by the Committee, from the 
Company for such advice and assistance. 

The Committee met 15 times during 2004. The Committee schedules its meetings with a view to 
ensuring that it devotes appropriate attention to all of its tasks. The Committee’s meetings include private 
sessions with the Company’s independent auditors and with the Company’s internal auditors, in each case 
without the presence of the Company’s management, as well as executive sessions consisting of only 
Committee members. 

The independent auditors are responsible for performing an independent audit of the Company’s 
consolidated financial statements in accordance with auditing standards generally accepted in the United 
States of America and issuing a report thereon. Management is responsible for the Company’s financial 
reporting process including its system of internal control, and for the preparation of consolidated financial 
statements in accordance with accounting principles generally accepted in the United States of America. 
The Committee’s responsibility is to monitor and review these processes. It is not the Committee’s duty or 
responsibility to conduct audits or accounting reviews or procedures. The Committee has relied, without 
independent verification, on management’s representation that the financial statements have been 
prepared with integrity and objectivity and in conformity with accounting principles generally accepted in 
the United States of America and on the representations of the independent auditors included in their 
report on the Company’s financial statements. 
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What matters have members of the Audit Committee discussed with management and the independent auditors? 

As part of its oversight of the Company’s financial statements, the Committee reviews and discusses 
with both management and the Company’s independent auditors all annual and quarterly financial 
statements prior to their issuance. During 2004, management advised the Committee that each set of 
financial statements reviewed had been prepared in accordance with accounting principles generally 
accepted in the United States of America, and reviewed significant accounting and disclosure issues with 
the Committee. These reviews include discussions with the independent auditors of matters required to be 
discussed pursuant to Statement on Auditing Standards No, 61 (Communication with Audit Committees ), 
including the quality of the Company’s accounting principles, the reasonableness of significant judgments 
and the clarity of disclosures in the financial statements. The Committee has also discussed with KPMG 
LLP matters relating to its independence, including a review of audit and non-audit fees and written 
disclosures from KPMG LLP to the Committee pursuant to Independence Standards Board Standard No, 1 
(Independence Discussions with Audit Committees), The Committee also considered whether non-audit 
services provided by the independent auditors are compatible with the independent auditors’ 
independence. 

In addition, the Committee reviewed key initiatives and programs aimed at strengthening the 
effectiveness of the Company’s internal and disclosure control structure. As part of this process, the 
Committee continued to monitor the scope and adequacy of the Company’s internal auditing program, 
reviewing staffing levels and steps taken to implement recommended improvements in internal procedures 
and controls. 

Has the Audit Committee made a recommendation regarding the audited financial statements for fiscal 2004? 

Based on the Committee’s discussion with management and the independent auditors and the 
Committee’s review of the representation of management and the report of the independent auditors to 
the Board of Directors, the Committee recommended to the Board of Directors that it include the audited 
consolidated financial statements in the Company’s Annual Report on Form 10-K for the fiscal year ended 
December 25, 2004 for filing with the SEC. 

Who prepared this report? 

This report has been furnished by the members of the Audit Committee: 

J. David Grissom, Chairperson Bonnie Hill 
Robert Holland, Jr Kenneth G. Langone* 

Jonathan S. Linen* 


* Joined the Committee in January 2005. 
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ADDITIONAL INFORMATION 


Who pays the expenses incurred in connection with the solicitation of proxies? 

Expenses in connection with the solicitation of proxies will be paid by us. Proxies are being solicited 
principally by mail, by telephone and through the Internet. We have retained MacKenzie Partners, Inc. to 
act as a proxy solicitor for a fee estimated to be $11,000, plus reimbursement of out-of-pocket expenses. In 
addition, our directors, officers and regular employees, without additional compensation, may solicit 
proxies personally, by e-mail, telephone, fax or special letter. We will reimburse brokerage firms and others 
for their expenses in forwarding proxy materials to the beneficial owners of our shares. 

How may I elect to receive shareholder materials electronically and discontinue my receipt of paper copies? 

Yum shareholders with shares registered directly in their name may elect to receive future annual 
reports and proxy statements from us and to vote their shares through the Internet instead of receiving 
copies through the mail. We are offering this service to provide shareholders with added convenience and 
to reduce annual report printing and mailing costs. 

To take advantage of this option, shareholders must subscribe to one of the various commercial 
services that offer access to the Internet. Costs normally associated with electronic access, such as usage 
and telephone charges, will be borne by the shareholder. 

To elect this option, go to Web site www.amstock.com, click on Shareholder Account Access, log-in 
and locate the option to Receive Company Mailing via E-Mail. Shareholders who elect this option will be 
notified each year by e-mail how to access the proxy materials and how to vote their shares on the Internet. 

If you consent to receive future proxy materials electronically, your consent will remain in effect 
unless it is withdrawn by writing, or by e-mailing our Transfer Agent, American Stock Transfer and Trust 
Company, 59 Maiden Lane, New York, NY 10038; www.amstock.com. Also, while this consent is in effect, 
if you decide you would like to receive a hard copy of the proxy materials, you may call, write or e-mail 
American Stock Transfer and Trust Company. 

Note: You may also access Yum! Brands’ Annual Report electronically by logging on to 
www.yum.com/investors/annualreport.asp. Both PDF and on-line interactive versions are available at this 
site. 

What is “Householding” of proxy materials? 

The SEC has adopted rules that permit companies and intermediaries such as brokers to satisfy 
delivery requirements for proxy statements with respect to two or more shareholders sharing the same 
address by delivering a single proxy statement addressed to those shareholders. This process, which is 
commonly referred to as “householding,” potentially provides extra convenience for shareholders and cost 
savings for companies. The Company and some brokers household proxy materials, delivering a single 
proxy statement to multiple shareholders sharing an address unless contrary instructions have been 
received from the affected shareholders. Once you have received notice from your broker or us that they 
or we will be householding materials to your address, householding will continue until you are notified 
otherwise or until you revoke your consent. If, at any time, you no longer wish to participate in 
householding and would prefer to receive a separate proxy statement, or if you are receiving multiple 
copies of the proxy statement and wish to receive only one, please notify your broker if your shares are 
held in a brokerage account or us if you hold registered shares. You can notify us by sending a written 
request to YUM! Brands, Inc., Investor Relations, 1441 Gardiner Lane, Louisville, KY 40213 or by calling 
Investor Relations at 1 (888) 439-4986 or by sending an e-mail to yum.investors@yum.com. 
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May I propose actions for consideration at next year’s annual meeting of shareholders or nominate individuals to 
serve as directors ? 

Shareholder Proposals. Shareholders who intend to present proposals for consideration at the 2006 
Annual Meeting of Shareholders, and who wish to have their proposals included in Yum’s proxy statement 
and proxy card for that meeting, must be certain that their proposals are received by our corporate 
secretary at our principal executive offices in Louisville, Kentucky on or before November 26, 2005. 
Proposals should be sent to: Corporate Secretary, YUM! Brands, Inc., 1441 Gardiner Lane, Louisville, 
Kentucky 40213. All proposals must also comply with the applicable requirements of the federal securities 
laws and our Bylaws in order to be included in the proxy statement and proxy card for the 2006 Annual 
Meeting. 

In order for a shareholder proposal to be raised from the floor during next year’s annual meeting, 
written notice must be received by our corporate secretary no later than February 19, 2006, and shall 
contain such information as required under Yum's Bylaws. 

Nominations for Director Candidates, Shareholders may propose director candidates for 
consideration by the Nominating Committee of our Board of Directors. In addition, our Bylaws permit 
shareholders to nominate directors at a shareholder meeting. To make a director nomination at the 2006 
Annual Meeting, a shareholder must notify Yum’s Secretary no later than February 19, 2006. The notice 
must meet all other requirements contained in our Bylaws. 

Bylaw Provisions. You may contact Yum’s Corporate Secretary at the address mentioned above for a 
copy of the relevant Bylaw provisions regarding the requirements for making shareholder proposals and 
nominating director candidates. 
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Annex A 


YUM BRANDS, INC. 

AUDIT COMMITTEE PRE-APPROVAL POLICY 
(as revised February 2005) 

This Policy sets forth the Audit Committee’s procedures and conditions for pre-approving audit, 
audit-related and non-audit services performed by a public accounting firm that acts as the independent 
auditor (the “Auditor”) responsible for auditing the consolidated financial statements of YUM 
Brands, Inc. (the “Company”), and its subsidiaries and affiliates. 

I. STATEMENT OF PRINCIPLES 

The Audit Committee will engage the Auditor for the audit of the Company’s consolidated financial 
statements. Prior to the engagement of the Auditor for any audit or permissible non-audit service, the 
engagement must be either: (a) specifically approved by the Audit Committee; or (b) pre-approved 
pursuant to the pre-approval policies and procedures set forth herein. 

The appendices to this Policy describe the services and fees that have been pre-approved by the Audit 
Committee. The term of any pre-approval is 12 months from the date of pre-approval, unless the Audit 
Committee specifically provides for a different period. 

The Audit Committee will periodically revise the list of pre-approved services and fees reflected on 
the appendices hereto. Additionally, the Audit Committee may amend this Policy from time to time. 

II. DELEGATION OF AUTHORITY 

The Audit Committee may delegate pre-approval authority to one or more of its independent 
members. The member or members to whom such authority is delegated shall report any pre-approval 
decisions to the Audit Committee at its next scheduled meeting. The Audit Committee will not delegate to 
management the Committee’s responsibilities for pre-approving audit and non-audit services performed by 
the Auditor. 

The Audit Committee has previously delegated to its Chairman the authority to pre-approve projects 
involving non-audit services with a fee of $50,000 or less. 

III. AUDIT SERVICES 

The Audit Committee must specifically pre-approve the terms (including fees) and scope of the 
annual audit, review or attestation services engagement Audit Committee pre-approval is required for any 
necessary changes in terms resulting from changes in audit scope, Company structure or other matters. 

In addition to the annual audit, review or attestation services specifically approved by the Audit 
Committee, the Audit Committee may grant pre-approval for other known or anticipated audit services. 
The Audit Committee has pre-approved the audit services listed in Appendix A. All other audit services 
not listed in Appendix A must be specifically pre-approved by the Audit Committee in accordance with 
this Policy, 

IV. AUDIT-RELATED SERVICES 

Audit-related services, including internal control-related services, are assurance and related services 
that are reasonably related to the performance of the audit or review of the Company’s consolidated 
financial statements and/or the Company’s internal control over financial reporting and that are 
traditionally performed by the Auditor. The Audit Committee believes that the provision of audit-related 
services does not impair the independence of the Auditor, and has pre-approved the audit-related services 
listed in Appendix B. All other audit-related services not listed in Appendix B must be specifically 
pre-approved by the Audit Committee. 
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V, TAX SERVICES 


The Audit Committee believes that the Auditor can provide certain tax services to the Company such 
as tax compliance, tax planning and tax advice without impairing the Auditor's independence. However, 
the Audit Committee will carefully scrutinize the retention of the Auditor in connection with any 
tax-related transaction recommended by the Auditor. The Audit Committee has pre-approved the tax 
services listed in Appendix C. All tax services not listed in Appendix C must be specifically pre-approved by 
the Audit Committee. 

VI. ALL OTHER SERVICES 

The Audit Committee may pre-approve those permissible non-audit services classified as “All Other 
Services" that it believes would not impair the independence of the Auditor. The Audit Committee has 
pre-approved the other services listed in Appendix D. All other services not listed in Appendix D must be 
specifically pre-approved by the Audit Committee. 

A list of the non-audit services prohibited by the Securities and Exchange Commission is attached to 
this Policy as Exhibit 1. Such exhibit may be amended from time to time to add any other service 
prohibited by applicable law, regulation, rule or accounting or auditing standard. 

VII. WAIVER OF PRE-APPROVAL FOR NON-AUDIT SERVICES 

Specific pre-approval is not required for services not listed in Appendix D, provided that such 
non-audit services (a) do not aggregate to more than 5 percent of total revenues paid by the Company to 
the Auditor in the fiscal year in which the services are provided, (b) were not recognized as non-audit 
services at the time of the engagement and (c) are promptly brought to the attention of the Audit 
Committee and approved prior to the completion of the audit by the Audit Committee (or its designated 
representative as authorized pursuant to Section II of this Policy). 

VIII. PRE-APPROVED FEE LEVELS 

Pre-approved fee levels for all services to be provided by the Auditor will be established periodically 
by the Audit Committee. Any proposed services exceeding these levels will require specific pre-approval by 
the Audit Committee. Each year the Auditor will provide the Audit Committee with a report of the known 
or anticipated audit, audit-related, tax and other non-audit services together with an estimate of the fees 
for such services. The Audit Committee will review the fees and scope of such services so as to avoid any 
question as to the compatibility of such services with the Auditor's independence. Each quarter the 
Auditor will provide the Audit Committee with a report of the audit, audit-related, tax and other non-audit 
services provided together with the actual fees incurred. Any changes to the estimate of services to be 
provided and fees attributable to such services will be discussed quarterly, and if necessary, revised. 

IX. SUPPORTING DOCUMENTATION 

With respect to each proposed pre-approved service, the Auditor will provide the Audit Committee 
with detailed back-up documentation regarding the specific services to be provided. 

X. PROCEDURES 

Requests or applications to provide services that require specific approval of the Audit Committee 
will be submitted to the Audit Committee by both the Auditor and the Controller or other designated 
representative of the Company. The Audit Committee (or its designated representative as authorized 
pursuant to Section II of this Policy) will approve or disapprove the request or may request additional 
information from the Auditor and management prior to rendering its decision. 

This Policy was last amended by the Audit Committee 
of YUM Brands, Inc. on February 21, 2005 
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At Yum! Brands, we believe in the 
power of giving back to the community 
to make a difference in the lives of our 
customers and their families. 

While we commit ourselves to making a 
difference by financially supporting hundreds 
and hundreds of charities across the globe, 
our efforts are primarily focused on nourishing 
the bodies, minds, souls and spirits of children 
in need. We do this through programs dedicated 
to hunger relief, daycare subsidies, reading 
incentives and mentoring at-risk teens. 


power 

of giving back!” 


Nourishing Bodies; YUMeals. In America 
alone, om in ten children under the age- 
of five runs the risk ui going to bed hungry 
every nig£it. One in ten. So we decked 
to do something about this and have 
created the world's laigest prepared food 
recovery program. We now donate million & 
of pounds of prepared food to the hungry. 
Food that has nutritional value and will, 
provide nourishment to those most in 
need, the underTwlyiieged. 

Nourishing Young Minds: Pizza Hut s 
BOOK m Program. For 20 years, children 
have found reading a ittle more fun and 
rewarding as a result of participating in 
BOOK ITI As the nation's largest reading 
incentive program, BOOK ITI provides 
ptzza, praise and recognition for children's 
reading achievements, Since 19-B5, 

Pizza Hut has invested nearly a half biihon 
dollars In BOOK IT! la encourage children, 
to redd more and discover ttie joy and 
pleasure of reading. 

Nourishing Souls; KFp H s Colonel's Klcte, 
With more and more douhifrincome and 
single-pa rent households, finding safe, 
affordable hlgftnguality child care has 
become an Increasing burden. Today, 
ColOfteTs Kids helps fund extended-hour 
and mfant/toddler child care programs 
across the country for the millions of 
people who work “after hours 1 ' or cm 
weekends. Since 2000, more than 
$4.5 million has been awarded to YMCA 
Child Care Centers nationwide. 

Nourishing Spirits: Taco Bell's 
TEENStipreme, Tlie Taco Bell Foundation 
is committed to helping teens become 
successful and productive leaders in their 
communities. Through Its partnership 
with the Boys & Girls Clifbs of Amenoa. 
the Taco Bell Foundation supports leen- 
focused initiatives that are designed to 
build self-esteem, leadership skills and 
values. Since 199S, Taco Bell and its 
franchisors have donated over $15 
million dollars to the Guys & Girls Clubs 
of America for teen programming. 

Tsunami Relief: Finely, WE'ne very proud 
that chjf teammates and franchisees 
around the globe came together in 
support of victims of the Tsunami natural 
disaster In Southeast Asia in late 2004. 
Together, the yum fcoundatran and its 
employees end franchisees donated 
over $2,2 million to aid those in their 
time of need. 


Here's 3 bnef snapshot of -.he work mat is under way: 







Rom America to Europe, Asia and alt around the globe, we're 
committed to improving the lives of the customers we serve. 


That’s community mania! 































IfSUVERSl 


Alone we re delicious. Together 









